THE ECONOMIC JOURNAL 


DECEMBER, 1935 


ECONOMIC NATIONALISM AND INTERNATIONAL 
TRADE 


I 


Economic self-sufficiency is no new phenomenon. The 
tendency to national exclusiveness is as old as human nature 
itself and it by no means calls for unrestricted condemnation. 
Indeed, in spheres other than the economic, nationalism and 
national movements have made no small contribution to the 
general progress and the happiness of mankind; and we could 
contemplate, if not always with unfeigned admiration at least 
with a considerable degree of equanimity, the diversity in civilisa- 
tion, in language and in culture which is due to the multiplication 
of small countries and to the determination of national groups 
to resist by every possible means attempts at assimilation by 
larger and by more powerful peoples. 

Generally, when national movements arise they spring from 
motives other than economic ; and in earlier times purely economic 
weapons were not of importance in the struggles which ensued. 
This, of course, was due not to reluctance to employ any weapon 
which came to hand, but rather to the fact that the economic 
sword had not really been tested and there was as yet no ground 
for confidence that it would prove effective. In modern times, 
however, it has, or is thought to have, become indispensable. It 
may, therefore, be worth while to consider some of the reasons for 
this belief. Before doing so, it is necessary to draw a contrast 
between the world of to-day and the world of a short time ago. 
For the purpose in view the period immediately prior to the War 
will serve very well. 

II 


First and foremost, the peace treaties of 1919 and following 
years increased the number of countries and national boundaries 
1 Presidential Address before Section F of the British Association, Norwich, 
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in Europe. In all these new areas trade barriers were immediately 
set up to protect industries the establishment of which was en- 
couraged and often financed by the states themselves so that they 
might have under direct control in their own territories as many 
as possible of the processes necessary for the production of 
armaments. As it is not difficult for producers of very wide 
ranges of commodities to persuade governments that their own 
special products are essential, or, alternatively, that their factories 
can readily be adapted for the manufacture of war materials, the 
field embraced in these new protective systems was progressively 
extended until it soon covered the whole range of agricultural 
and industrial activity. Important, however, as was this stimulus 
to economic self-sufficiency it might have spent its force and 
gradually petered out if the structure of international relations 
had not at the same time been radically altered by a change in 
the mutual indebtedness of nations, which occurred with such 
rapidity as to render impossible smooth readjustments to the 
entirely new conditions thus created. This transformation from 
debtor to creditor, which was the experience of the United States 
of America, and from creditor to debtor, the outstanding example 
of which was Germany, called for a complete reversal of the 
general attitude towards the Balance of Trade which up to that 
time had been current in the countries concerned. It demanded 
some re-orientation of ideas, also, on the part of other countries 
where the differences between the new and the old positions were 
of degree rather than of kind. Unfortunately, the line of least 
resistance was followed everywhere, both by statesmen and by 
peoples; and difficulties were accentuated instead of being 
surmounted. 

A country which is on balance a debtor has gradually to build 
up credits abroad so as to pay the interest on its debts, to meet 
amortisation instalments or make provisions of some other kind 
for repayment. It can only do this by contriving to have a 
favourable balance of trade and this, in turn, can be secured only 
by an increase in exports, or a reduction in imports. A large 
increase in exports, however, is not always easy to effect for a 
country which is already highly industrialised. Such a com- 
munity is largely dependent on foreign sources for its supplies 
of raw materials. For it, therefore, increased exports of manu- 
factured goods means increased imports of raw materials which, 
in turn, have to be paid for by further exports. This is impossible 
unless the volume of foreign trade as a whole is increased at the 
same time. It is just because this latter increase is not taking 
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place, or is comparatively insignificant in amount, that older 
industrial debtor countries fail to build up the balances required 
from them by their creditors and that creditor countries, in turn, 
find it difficult to expand their export trade and at the same time 
pursue a policy of drastic restriction of imports. Further, if a 
country previously debtor becomes creditor the problems attend- 
ing readjustment appear to it to be almost insuperable. In every 
case, in both debtor and creditor countries, there was marked 
reluctance to attempt any solution which might offer a reasonable 
promise of success. This was especially unfortunate; for no 
cause has contributed more to the present dislocation of inter- 
national trade and to the financial and currency troubles accom- 
panying it than this one outstanding fact—the reluctance or the 
inability of the countries concerned to handle the problems 
presented to them by their changes from general debtor or 
general creditor position to that of general creditor ef or general 
debtor to the rest of the world. 

Of the theoretically appropriate policy in the new situation 
thus created there never was any doubt. Creditor countries 
should have accepted additional imports from their debtors and 
encouraged them to build up favourable trade balances in the 
shortest possible time. This implies, of course, that exports from 
the creditor countries should have been discouraged and a drastic 
reconstruction of internal productive systems undertaken. Of the 
practical difficulties in the way of such far-reaching changes the 
economist is well aware; and he would have offered his sincere 
sympathy along with the maximum of encouragement to any 
statesman attempting the task. But to statesmen who not only 
shirked a duty admittedly difficult but who adopted a policy 
calculated even to increase the obstacles in the way of ultimate 
reconstruction he cannot be equally indulgent. The offer of 
loans to debtor countries by their creditors was a profound mis- 
take; and disaster was inevitable when the borrowing and lending 
were mainly short-term. Long-term loans, which would have 
been more helpful by permitting time for readjustments, were 
discouraged by legislative restrictions in the debtor countries 
themselves as well as by the natural reluctance of the lenders to 
risk their money for any length of time in areas where disturbances, 
both economic and political, were liable to occur without pre- 
liminary warning. In such a nervous atmosphere alarms were 
inevitable ; and a climax was reached in the summer and autumn 
of 1931. Since then the forces making for economic self-sufficiency 
have suffered little check in any country in the world. 
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It is from the events of this year, 1931, that the existing highly- 
developed system of barriers to international trade sprang, 
armed as it were overnight. The seed, however, had been sown 
long before; and tentative efforts by debtor countries to control 
transactions in foreign exchange and to reverse adverse balances 
of trade were not unknown several years prior to this date. But 
now, in addition to extensions of tariffs and the raising of existing 
rates, the device of the quota was developed to the full, and 
condemnation was passed on anything which, like the most- 
favoured-nation clause in commercial treaties, was designed to 
disentangle foreign trade from the obstacles which encumbered 
it. The more liberal of existing trade agreements were every- 
where denounced and restrictive measures or one-sided bargains 
substituted. Currency difficulties in any country were used by 
its trade rivals as a pretext for further tariff increases on its 
merchandise. In a brief space of time the whole structure of 
foreign trade as it existed before the War was swept away; and 
nothing systematic or definitely planned has, so far, taken its 
place. 


Apart from the predominant influence just noticed which 
precipitated the onset of this policy of economic nationalism in 
all its violence it is probable that, in any case, there would have 
been some accentuation of tariffs and high protection during the 
period considered. Conditions which formerly favoured freedom 
of trade in international intercourse have altered or have given 
way altogether to new alignments of economic forces which 
inevitably suggest Protection as the more desirable policy to 
pursue. It is worth while making a digression at this stage in 
order to examine these influences and to assess their importance 
in the general economic progress of the world since the early days 
of the Free Trade movement in Great Britain. 

Before the discovery and opening up of large tracts of agri- 
cultural land in countries outside Europe the cultivation of the 
soil in the older countries was carried on under conditions of 
diminishing returns. Population, especially in the recently 
industrialised areas, in the first half of the nineteenth century 
was growing rapidly. This meant a rising cost of living due to 
continuous increase in the prices of food-stuffs ; for the production 
of the latter could only be expanded at an enhanced cost per 
unit. Current economic doctrine, at that time dominated by 
Ricardo and his followers, compared the product of industry to 
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a cake to be divided among those who had contributed to its 
making. If wage-earners obtained a larger share profits were 
lower. It was, therefore, thought to be in the interests of industry 
to pursue a policy of free imports; for free imports, especially of 
food, meant low cost of living, low wages and, consequently, 
higher profits. The interests of agriculturists were overlooked, 
and in the struggle which ensued the industrialists gained a 
decisive victory in England. Free Trade won and the French 
commercial treaty of 1860 marked the end of the fight for a time. 
Much freedom of trade was won also in continental countries a 
little later than in England, although in their case agricultural 
opposition was never completely crushed. 

Contrast this with the position to-day. Under stress of the 
War agricultural production was expanded everywhere, a 
technique almost entirely new was introduced and scientific 
aid of every kind enlisted, with the consequence that agriculture 
has come to be conducted, although perhaps only temporarily, 
under conditions of increasing returns. The rate of increase of 
population in the principal industrial countries has fallen and food 
prices are low. Ricardian economics are no longer authoritative 
and fears of scarcity have vanished. Industrialists, therefore, 
no longer have the motives they once had for maintaining free 
imports; and they are strengthened in the opposition they now | 
offer to their former policy by the difficulties they encounter in 
export trade. Since many of them are mainly dependent on this 
trade they are driven to seek alternative markets at home to 
replace those they are losing abroad. It is only natural, therefore, 
that they should become advocates of the partial or complete 
exclusion of goods which are likely to compete with them in the 
single remaining market they control. The greater the fall in 
their exports the more uncompromising the support they lend to 
the movement towards economic self-sufficiency. 

Again, in the first half of the nineteenth century freedom of 
trade facilitated the discovery of new markets and of new openings 
for capital. Notwithstanding warnings of the danger to invest- 
ments in countries politically unstable, where effective super- 
vision by foreigners was impossible, there was a very great export 
of capital from Europe to the rest of the world. In this England 
took the lead, although Ricardo was among those who pointed 
to the dangers; and, as export of capital is mainly export of goods 
and a country cannot hinder imports if it wishes to export, the 
Free Trade movement was of necessity welcomed in Europe by 
industrialists as well as by financiers. Now, however, foreign 
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investments have lost their attraction. Interest rates are 
scarcely commensurate with the risks involved and the danger of 
loss of capital has in no way diminished. Moreover, the time is 
past when even the most powerful government dare collect 
interest or principal of debts from foreigners for its own subjects 
by threat of military or naval demonstration. Holders of foreign 
securities have learned much through open repudiation of debts 
by revolutionary governments and through currency devaluation. 
They have also learned that if Free Trade is a necessary 
concomitant of freedom of foreign investment it is not worth 
retaining the former merely to assure a continuance of the latter. 

In the early days of industrialism international trade promoted 
division of labour in every meaning of that term. This, in turn, 
permitted such a lowering of costs that the standard of life was 
raised in almost every country in the world. Moreover, inter- 
national intercourse quickly disseminated everywhere knowledge 
of new inventions and of new commodities with consequent ex- 
pansion of trade and production. In a period of rapid change 
such as that, freedom of trade offered the maximum of opportunity 
to those wishing to seize it. Any policy except that of unre- 
stricted freedom would have created obstacles. 

Conditions are now very different. Modern large-scale 
rationalised industrial units are exceedingly vulnerable. Unless 
they can operate at or near the output for which they are designed 
and find markets at prices covering costs for all they produce 
they must soon go under or be reconstituted. It is only natural, 
therefore, that there should be an insistent demand from their 
managers and shareholders for guarantee of the home market, 
the only market from which the foreigner can with certainty be 
excluded, and that Empire Preference should be welcomed by 
them for the security of whatever overseas trade agreements of 
this kind are expected to promote. 

Again, scientific progress and technological invention which 
used to lend support to a free trade policy are now among the 
most powerful of forces encouraging economic nationalism. 
Standardisation of processes and of output, development of 
intricate machine tools which can be operated by comparatively 
unskilled labour after a brief period of training, wide distribution 
of electrical power and the growth of technical education in every 
branch of industry enable new factories to be set up with equal 
prospects of success almost anywhere throughout the world. 
So, Lancashire finds competitors in India and Japan; and Irish 
Free State workers come to the Midlands for a few months’ 
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training and return home to operate factories for hollow-ware, 
gloves, hosiery, and many other commodities in little centres 
selected at random which never before had an industry of any 
kind. When industries are thus set up in new environments 
adaptation of size of unit to the market for the product is possible 
to a greater degree than in older industrial areas; for imports 
can be rationed or prohibited and the permitted extent of the 
industry strictly controlled by the government. It frequently 
happens, therefore, that such new concerns, unhampered by evil 
traditions of management or by restrictions imposed by labour, 
succeed in producing at reasonably low costs per unit within the 
closed national boundaries. Thus, the policy appears to be 
justified by its early results, although the situation of industries 
in isolation from the main centres of their activity is likely at a 
later stage to create difficulties not easy to surmount. But 
even if justification on purely economic considerations were not 
so easy to discover as it is, cogent reasons of a social or political 
nature can readily be offered for a policy of self-sufficiency in as 
many industries as possible. Diversification and actual increase, 
even if small, of employment may well be worth some sacrifice ; 
and in a world overwrought and nervous concerning armaments 
and the future of peace, the fact that every industry is or may be 
important for war adds much to the responsibilities of statesmen 
when they are called upon to outline the appropriate policies in 
trade and industry for the countries they govern. 

Price movements and currency troubles, too, have not been 
without their influence on this trend in the direction of closed or 
self-contained economic systems; for it is only within the limits 
of such a system that even a partial measure of success can be 
attained in attempts to maintain a stable level of wholesale prices, 
much less of prices in general. Apart from the detailed control 
on the monetary side of the volume of credit, the destination of 
credit, velocity of circulation, volume of saving and investment 
and so on which need not be touched on here, it is necessary to 
control the volume of production and of imports as well as many 
individual prices of goods and services, and the volume of exports 
if stable price levels are to be secured. Thus, quotas, foreign 
exchange regulations, occasional prohibitions of certain imports 
and certain exports are inevitably part of such a scheme of money 
management. Moreover, the consequences of attempts to keep 
price levels stable are such as to encourage or provoke further 
measures of repression in the field of foreign trade; for a stable 
price level usually conceals several different movements and a 
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fall in the prices of such commodities as are exported may be 
accompanied by a rise in the prices of food-stuffs and materials 
which it is imperative to import, a definite worsening of the terms 
of trade which stimulates demands for further restriction or control. 
This was the experience of Sweden when she succeeded in keeping 
her wholesale price level stable between 1930 and 1934. The 
other significant example of an experiment of this kind, that in 
the United States of America, especially between 1925 and 1929 
when the general price level was kept stabilised, led ultimately to 
conditions of monetary inflation. Subsequent events there give 
little encouragement to those who looked for an end to the policy 
of self-sufficiency in the continent of North America. The precise 
relation between monetary troubles and the movement towards 
economic self-sufficiency—which is cause and which is effect, 
whether both are due to a third group of fundamental causes, 
will appear later; but there is no doubt that monetary manage- 
ment of any kind for any purpose calls for increasing control over 
the course of international trade and that the task of management 
is easier the more nearly the economic system involved happens 
to be self-contained. 

The movement towards economic self-sufficiency, therefore, 
has its roots deep in the past. In the political sphere in the 
nineteenth century nationalism sought for unity and fought 
oppression to win self-determination. Then, at the beginning 
of that century and during the latter part of the eighteenth 
century, economic organisation was simple. Machinery was 
relatively unimportant and production was on a small scale. 
By this time, also, economic activity had become increasingly 
free. The fetters forged by the medieval guilds and mercantilism 
had been cast aside. Markets were unrestricted and mobility 
unimpeded. A domestic capitalist system had been evolved 
and with it had come political freedom and political democracy. 
This general scheme of organisation lasted until well on towards 
the middle of the century without radical change; and con- 
temporary economic theory regarded it as its problem to explain 
the economic processes of a society dominated by small competing 
units entirely free from political interference. In the ideal world 
of these theorists Free Trade was a necessary condition for 
territorial division of labour. Free movement of capital and 
unimpeded mobility of population were equally important in 
their view; and anything which offered obstacles to the attain- 
ment of the ideal of a single price in a single market coextensive 
with the world was, on that account, condemned. But towards 
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the end of the nineteenth century large aggregates of capital came 
to dominate the field. It was not that the earlier small competing 
units of the classical economists had become less numerous but 
rather that they had become less significant. As industrialisation 
proceeded the growing scarcity of economic opportunity favoured, 
even demanded, the consolidation and the integration of trade 
and industry. As the size of units increased economic opportunity 
became still more circumscribed and competition grew still more 
relentless. Under these circumstances legislation and public 
opinion were powerless to prevent the trend towards monopoly ; 
and the cartel movement spread, at first within national boundaries 
and, later, it was extended to the international sphere. 

Meantime, nationalism, which originally had merely political 
aims, changed its character and became, fundamentally, an 
economic movement. This was due, in some part, to the attain- 
ment of most of its former ambitions, but mainly to the causes 
just described and to the continuous expansion of economic 
activity which now absorbs by far the greater part of the energy 
of the whole of society. Thus, the world of the first quarter of 
the twentieth century provided an environment exceptionally 
favourable to the growth of a very militant movement for 
economic self-sufficiency. 

This long-term influence has been reinforced, temporarily, by 
the conditions attendant on the great depression. New areas of 
production have been brought under monopolistic control or 
centralised supervision in order that governments may be enabled 
to support trade and industrial organisations in their efforts to 
regulate production and prices. National cartels have been 
strengthened and international cartels have been difficult to 
maintain. Governments everywhere have used the opportunities 
thus presented to them to turn to narrow national account the 
general tendency already in force towards large-scale organisation 
and monopolistic control. It may be that these short-term forces 
will effect deeper and more permanent changes in the economic 
system of the world than could ever have been accomplished by 
the longer-term forces which they supplement. 


IV 


In designing and improving methods for securing national 
economic isolation statesmen often appear to act on the assump- 
tion that absolute self-sufficiency is an ideal capable of practical 
realisation. This, assuredly, is not the case. Apart from the 
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fact that the price which would have to be paid is prohibitive, 
experience has shown that new devices by new traders can make 
headway even against the most drastic restrictions yet devised. 
But at a price which seems reasonable in the short run, or the real 
burden of which is not immediately apparent, a very considerable 
degree of economic self-sufficiency can be attained by small 
as well as by large nations, especially if the measures pursued are 
in harmony with the long-term forces favouring the trend. Little 
attention, however, is paid to this proviso when regulations are 
being drafted; and, even when circumstances are propitious for 
the success of an attempt at further isolation, disaster often ensues 
through too vigorous use of double-edged weapons, which, when 
wielded at all, demand more skill in management than is ever 
likely to be available. 

Much can be learned from a study of the partial closing of 
markets in European countries to agricultural products from the 
remaining countries in the world. These older industrial countries 
aim at developing regulated agricultural production for reasons 
partly creditable, and partly sinister. German import duties on 
wheat and rye, for example, may be anything in the neighbourhood 
of 300 per cent. of the general world market prices. France 
plans to be, and is in fact, largely self-contained in cereals. Wheat 
production is encouraged in England by guaranteed prices and 
by enactments designed to secure that all is sold which is produced. 
In every European country some or every branch of agriculture 
receives subsidy or high protection. The consequences of these 
measures for the newer extra-European agricultural countries 
are serious. As example, consider the case of New Zealand with 


Dominion of New Zealand 


of Good 
Goods 
Index- | Index- | °° 
Volume | Volume | Volume | number] number — 
Year. of Pro- of of of of | Home | Value of| Value of 
duction. |Exports. | Imports. Export | Import! Exports. | Imports. 
Prices. | Prices. sump- 
tion. 
1926; 100 100 100 100 100 100 100 100 
1927| 108 108 96 — — 102 — — 
1928} 117 112 100 — 111 
1929} 122 116 114 — 121 — 
1930} 124 119 106 118 — 
1931] 117 120 69 — 92 
1932; 114 132 66 83 — 
1933| 122 151 66 58 78 82 90 51 


Prices are in New Zealand pounds. 
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exports entirely agricultural and the largest foreign trade per head 
of population of any country in the world. The story of her 
troubles is set out in the adjoining table of indices which covers the 
years of intensification of agricultural self-sufficiency in Europe. 

Commenting on this table a New Zealand Government official 
publication points out “ that in the aggregate the volume of pro- 
duction has been well maintained but the outcome of trading 
operations may be summed up as follows: Between 1928 and 
1932 the index figures indicate that the volume of exports increased 
by 18 per cent. In exchange for the greater quantity of exports, 
after making provision for payment of interest and other fixed 
claims, we received in return, for 1932, 34 per cent. less quantity 
of imports compared with the position in 1928. The net effect of 
this was that for 1932 the quantity of goods available for con- 
sumption in the Dominion was 25 per cent. lower than in 1928. 
On the same basis the shortage for 1933 was 26 per cent. This 
was a real loss due principally to (a) having to set aside a larger 
quantity of produce to meet fixed obligations overseas; and (b) 
the fact that the terms of barter in Great Britain have gone 
against us, with the result that in exchange for a given quantity 
of primary products we now receive less manufactured goods 
than formerly—that is to say, the prices of primary goods have 
fallen more than the prices of manufactured goods.”’ What can 
New Zealand do if this continues? Nothing, except divert some 
of her population to new local industries—uneconomic secondary 
industries is the term employed—and keep out every article she 
can produce at home.! 

As a contrast, consider the case of Canada. Like New 
Zealand’s, her total foreign trade per head of population is large. 
Indeed, she usually comes third in order of magnitude of this item 
and runs Denmark closely for second place. But, unlike New 
Zealand, she is an important manufacturing country with much 
developed mineral wealth, as well as being a producer and large 
exporter of agricultural commodities. Her industries have been 
built up with imported capital behind high tariff walls; and she 
pursued for years what was, in essence, a mild policy of economic 
self-sufficiency when other new countries were developing in more 
narrow grooves. Her foreign trade in commodities for 1934 
amounted in value to $1,145 million, which was an increase of 


1 The situation in New Zealand has lately improved owing to the rise in the 
world price of butter from 73s. to 94s. per cwt. This, however, does not affect 
the argument. Rather, it emphasises further the consequences of reliance on a 
single or small number of primary products in general trade. 
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nearly 25 per cent. on the figure for 1933. It is estimated by the 
Dominion Bureau of Statistics that Canadians purchased in 1934 
some $300 million of foreign securities or of Canadian securities 
held abroad and that Canadian governments and corporations 
retired $75 million in bonds owned abroad, while purchases of 
Canadian securities and investments by foreigners amounted to 
$355 million. Thus, there was a net export of capital in that year 
of $20 million which cannot but be regarded as satisfactory, 
especially as the increases in foreign trade in commodities was 
due in equal shares to increases in both imports and exports of 
goods. It is difficult to resist the conclusion that Canada is now 
reaping the reward of her foresight in developing variety in her 
economic system instead of continuing a narrower specialisation 
in the production of primary agricultural commodities. Probably 
she will continue to enjoy comparative prosperity in a disordered 
world if she is content with a moderate diversity in her economic 
life; for the price to be paid for an over-ambitious programme of 
self-sufficiency is high, especially in a country the main wealth of 
which consists of primary products and which is, on the whole, 
still a debtor on balance to the rest of the world. This price is 
nothing less than a definite lowering in the standard of life of its 
people. 

Equally with other countries exporting agricultural products 
the United States of America have experienced the special 
difficulties during the depression in which the fall in the prices of 
food-stuffs was so much greater than the fall in the prices of 
manufactured goods. But even before this crisis became acute 
the foreign trade of that country with Europe was diminishing. 
Some of the loss, no doubt, can easily be ascribed to other causes 
(there is no difficulty in finding quite a number); but the main 
cause was the attempt to initiate and develop self-sufficiency in 
agriculture by those countries in Western Europe which used to 
be considerable importers of food-stuffs from the United States. 
The extent to which the export trade of the latter was shifting 
before American economic conditions began to change (largely 
for reasons special to America itself) is well exhibited by a compari- 
son between the year 1913 and the year 1925. During that 
period there was a reduction in exports of about $100 million 
(close on 4 per cent. of the total). But those to Europe fell by 
20 per cent., those to the rest of North America by 7 per cent., 
while exports to Asia and to Africa were in each case more than 
doubled. There was an increase, too (though a less striking one of 
only 8 per cent.), in exports to South America. The falls in every 
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case were largely in agricultural products; but the increases that 
took place were mainly in manufactured articles, although Asia 
took a little more of food-stuffs. Such changes as these almost 
certainly have a long-term trend. In any case they are in a 
different category from those which accompanied the low level of 
prices in the years immediately subsequent to 1929. 

If the great depression had been allowed to run its course in a 
fully competitive world economic system in which no obstacles 
were presented to a reasonably free marketing and distribution 
of commodities, the prices of producers’ goods would have fallen 
more in proportion than the prices of consumers’ goods. This 
would have called into action a number of readjusting forces, and 
if the experience of previous periods of recovery from depression 
had been repeated, demand would have revived in such a way that 
a new position of equilibrium would, in a short time, have been 
attained. But the course pursued by this depression has differed 
very markedly from that of any other which the world has yet 
experienced. Market competition has been much restricted and 
prices of producers’ goods have been maintained or have fallen 
less than the prices of consumers’ goods, with the consequence that 
there has been an exceptionally serious diminution in the pro- 
duction of all durable goods. Agricultural commodities, the most 
important group of consumers’ goods, suffered the heaviest fall in 
price of all; and, although there has been a slight increase in con- 
sumption in consequence of this great fall in price, demand for 
food-stuffs is very inelastic and could never have increased to the 
extent required for a restoration of equilibrium. For such a 
result a diminution of output is necessary. It was some time 
before this was realised by the principal agricultural communities 
producing for export. These have instituted or are instituting 
restriction schemes which are exceedingly difficult to handle with 
effect. But the positive measures taken by many countries which 
are usually importers of food-stuffs to maintain and even to 
expand their agricultural production create still greater difficulties 
and lead to the absurd phenomenon of some governments paying 
bounties for the production of food for the non-production or 
destruction of which other governments pay equally large 
compensation. 


Prior to 1929 the long-term influences which prompted or 
rendered easy a policy of considerable national self-sufficiency 
had suffered a check. The movement towards stabilisation of 
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tariffs and liberalisation of commercial relations between the 
different nations of the world seemed likely to gather strength; 
and the excessive nationalism engendered by the War was sub- 
siding slowly. But in the latter part of that year there was a 
collapse of confidence; and the onset of the great depression 
created an entirely new situation. Since then short views on 
international commercial policy have been dominant everywhere. 

It is a mistake, however, to conclude that the motives which 
have prompted measures of restriction in all countries since 1929 
have had as their aim the destruction or even the curtailment of 
international commercial relations. Examination of the dis- 
cussions in legislatures and study of the trade agreements actually 
concluded indicate that the principal object of all countries was 
(and is) to increase the volume of their foreign trade as a whole. 
But the volume of exports at the current low world prices, especially 
in the case of primary products, got out of line with the volume 
of imports. Strict control of the latter, therefore, was imperative 
if balances of trade (or rather the balances of income and outgo 
accounts) were not to be upset; for the consequences of this are a 
drain of gold reserves, depression of value of currency units and 
threat to the financial solvency of governments. 

The course of events can be well illustrated by taking Great 
Britain as example; but it most be borne in mind that the 
special conditions of this country do not permit of strictly parallel 
comparisons elsewhere. The very great fall in gold prices which 
set in towards the end of 1929, due mainly to the financial collapse 
in that year in the United States of America, caused heavy curtail- 
ment in the foreign demand for British exports. On the other 
hand, British demand for foreign goods increased because of their 
new and lower prices. The difference, therefore, between the 
total value of visible imports and total value of visible exports 
was greater than before. This would not have mattered much if 
services rendered to foreigners and interest payments due by 
foreigners had not shrunk at the same time; for the gap could 
then have been largely filled by a reduction in the annual amount 
of new capital invested abroad or, with greater difficulty, by a 
realisation of part of the foreign securities held by Englishmen 
which still retained a reasonable value. As a matter of fact the 
gap was not filled to a sufficient extent in either of these ways. 
The consequence was an adverse balance in the income and outgo 
account of foreign trading which was estimated at £104 million 
in 1931 and £56 million in 1932, and an insistent demand on 
London for gold. Some gold did leave England, and the Bank 
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of England took the action which was usual and appropriate 
when this happened. Money rates, therefore, rose, prices tended 
to fall, exports were encouraged and imports were discouraged. 
Further adjustment, however, was necessary; for the situation, 
though not without precedent in kind, was unparalleled in extent. 
The fall in prices ought to have been accompanied by a fall in 
costs which did not take place. It is not necessary here fully to 
explain why ; but it is evident that wages, one of the main elements 
in cost, cannot easily be reduced, and costing schemes in general 
are not sufficiently elastic to meet very rapidly changing con- 
ditions. When it was realised that this readjustment was not 
possible the alternative remaining was to prevent gold prices 
falling still further. This demanded a continuous export of gold 
as long as world prices went on falling, a policy which would not 
have steadied prices in Great Britain even if it had been possible 
to pursue it; for the loss of gold would only have led ta still lower 
price levels at home. When, ultimately, the gold standard had 
to be abandoned in 1931, the only weapons left were tariffs and 
the whole apparatus of restrictions under which economic self- 
sufficiency cloaks its aims. These expedients had already been 
utilised by other countries when they sought to improve their 
balances of trade so as to maintain price levels and protect 
monetary standards. It is probably correct, therefore, to con- 
clude that one of the principal reasons underlying the institution 
during the past few years of the very great mass of restrictions 
on international trade is the protection of currencies and the 
financial solvency of governments. Under normal circumstances 
a country by imposing tariffs and restrictions on imports can hope 
to protect its currency from attack and maintain it at or near gold 
parity without experiencing an intolerable downward pressure 
on prices; for its limitation of imports is not accompanied by a 
fall in its exports. The success of this policy, therefore, depends 
on the extent to which other countries freely admit its goods. 
If every country simultaneously restricts imports the trade of 
each is depressed by the tariffs and quotas of the others more than 
it is stimulated by its own. The object sought, improvement in 
trade balances, is not attained. Instead, the general effect is 
contraction in the volume of international trade with increase of 
unemployment and additional currency difficulties all round. 


VI 


Much can be learned from a review of the growth of high 
protective policies and of restrictive nationalism during the years 
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of the depression. Few countries were without import duties 
of some kind in 1929. The obvious and immediate step, therefore, 
when trade balance difficulties were encountered, was to raise 
those duties so as to guarantee to home producers a larger or more 
exclusive share of the domestic market, and, in this way, relieve the 
growing unemployment caused by the fall in prices combined with 
the constancy of costs. Budgetary difficulties, too, due to reduced 
public income led to general or flat increases in duties in many 
countries so that revenue might be maintained; and governments 
of debtor countries (e.g. Australia, Latin America), which were 
large borrowers on private or public account, finding their burdens 
increased owing to the decline in prices and their lower returns 
from exports, were driven to reduce all imports which were not 
indispensable so that national receipts and national payments 
might be balanced. Retaliation then followed from countries 
at the moment less embarrassed; for these were finding their 
usual export trades hindered by the tariffs and restrictions of 
those nations which had first experienced difficulties. There 
were, therefore, further instalments of tariffs in ever-widening 
circles; and by the latter part of 1931 the export trade of all 
countries had as a consequence shrunk to a very marked extent. 

Meantime, France had revived the quota method of control 
under which limitations are imposed upon the quantities of 
particular goods that may be imported over an allotted period of 
time. Other countries followed, the assumption (or justification) 
being that quotas are temporary measures of defence designed to 
limit imports to the quantities which can be absorbed in a period 
of restricted demand. It is probable, however, that their real 
attraction was their certainty in result (which is usually greater 
than can be assured by tariffs) combined with the fact that treaty 
obligations frequently rendered tariff changes immediately 
impossible. 

At first quotas were fixed permitting supplying countries 
shares in proportion to their exports during a period preceding 
restriction. Soon, however, they were turned into weapons with 
which to bargain for increases in exports. They are now regularly 
employed by way of threat to extract concessions or counter- 
advantages from other countries in the shape of reduced duties, 
release of blocked funds, guaranteed purchases or other com- 
mercial privileges. Their use has been extended far beyond the 
purpose for which they were originally devised. Fortunately 
they are not popular with traders; for their administration 
involves much interference with the ordinary routine of business. 


1935] ECONOMIC NATIONALISM AND INTERNATIONAL TRADE 635 


In the confusion following the financial difficulties which came 
to a head in September 1931, when Great Britain abandoned the 
gold standard and depreciation overtook the currencies of many 
other important countries, centralised control over the transfer 
of funds abroad was adopted by nearly all the governments whose 
monetary systems were then altered in basis and even by some 
whose currencies still continued to be linked to gold. The 
original purpose of this control was to prevent speculation and to 
protect the values of the currency units from the consequences of 
the withdrawal of funds for deposit or investment abroad. In 
actual working no difficulties at first were placed in the way of 
importers obtaining exchange for payment for food, raw materials 
or other commodities deemed to be essential. But, very soon, 
governments began to use exchange control as a supplement to 
other means of restricting imports; and by direct refusal of 
facilities they were able, more effectively than by tariffs and 
quotas, to discourage foreign transactions whenever they desired. 
This power to discriminate led easily to the next step—the 
granting of preference or priority in exchange on the basis of the 
country from which the imports were to come. It was argued 
that favour ought to be shown to those who were good customers 
and that it was desirable to obtain as near a correspondence as 
possible in imports and exports with every trading country. 
Further development soon followed and control over foreign 
exchange became a bargaining weapon, just like quotas, whereby 
the threat to withhold or delay payment for imports from, or of 
debts due to, a given country was used to exact commercial 
privileges or special trading facilities. 

At this stage it became evident that the bargaining power 
arising from this exchange control of countries whose products 
were mainly food-stuffs and raw materials was inferior to that of 
the older manufacturing and commercial countries in Europe ; 
for the latter were creditor countries and the prices of their pro- 
ducts had not fallen as much as those of the products of the 
former. It was natural, therefore, for the financially more power- 
ful countries to require that exchange funds arising out of their 
purchases should be reserved for the purchase of goods from their 
subjects and for the remitting of interest on investments held by 
their citizens. Further, a number of exchange clearing arrange- 
ments were set up between these weaker countries and their 
creditors as well as between the older countries themselves. In 
these provision was made for the direct balancing of credits derived 
from all the transactions between the pairs of participating 
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countries and, occasionally, even for the reciprocal admission of 
allocated volumes of specified classes of goods on terms akin to 
barter. This whole episode of exchange control is a curious 
mixture of repression and restriction of trade combined with 
ingenious devices for mitigating the damage done by measures 
which are admittedly short-sighted. 

Primarily, quotas and exchange control were means by which 
a government sought to safeguard its general balance of trade. 
Their use for this purpose can readily be justified as a defensive 
measure in the exceptional conditions now prevailing in inter- 
national trade to-day. It might even be admitted that a country 
which relies for its livelihood on the export of a few special com- 
modities has the right to safeguard its market for those goods and 
secure for them reasonable terms of entry to other countries when 
commercial treaties are being negotiated. But the extension of 
the principle of general balance of trade which offers a basis of 
control for the total trade of a country with all foreign countries 
to the case of import and export trade with every individual 
external group is a development which cannot but prejudice the 
future rehabilitation of world trade on any sound or equitable 
foundation. 

This new concept, then, of bilateral trade balancing, this 
unwarranted extension of an old and useful general guide, is due 
to the realisation that it is possible, by using quotas and exchange 
control, to rearrange trade relations with individual foreign 
countries on what can be a substantially équal barter basis. 
Such an ideal makes a wide appeal in a period of depression when 
normal trade outlets are choked; and it is significant that more 
than one-third of the commercial agreements concluded by 
European countries, both among themselves and with countries 
outside Europe, during the past two years have been dominated 
by the principle that as far as possible in every case imports 
should approximately balance exports. Now this insistence 
upon the equalisation of imports and exports between two 
countries where equality did not exist before is much more likely 
to scale down the higher of two unequal figures than to raise the 
lower. The country with the larger volume of exports has almost 
certainly to reduce its shipments to the volume it imports from the 
other country, with the consequence that its exporting industries 
suffer loss, part of which in turn is passed on to the producers 
of the materials it utilises, whether they be fellow citizens or 
subjects of another group of foreign countries. 

But the case against bilateral trading rests firmly on the 
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fundamental economic facts upon which every international 
exchange of goods is built. Differences in climate, in natural 
resources, skill of peoples, efficiency and standards of life in the 
different countries of the world determine the type and amount 
of product which any selected country can export, and at the 
same time they prescribe the special character of the imports it 
requires. Inequalities in the amounts passing to and fro between 
each pair of countries are in the normal course of events. Any- 
thing else could scarcely be expected. But these inequalities 
usually balance off in the aggregate transactions of world trade 
and finance in consequence of triangular or multilateral move- 
ments of services, trade and capital. Moreover, multilateral 
trade is the means by which younger countries develop their 
productive resources; for they obtain capital from one group of 
countries which may not desire to be paid the interest due to 
them in the form of the borrowers’ goods, but, instead, may be 
willing to receive it in the form of products of a third group of 
countries which, in turn, find it convenient or imperative to have 
the commodities that are produced with the aid of the borrowed 
capital. In this way countries other than the borrowers and 
lenders share in the increase of wealth that attends the use of the 
additional capital. The many-sided trade occasioned by trans- 
actions of this kind has largely determined present economic 
structure and the distribution of economic activities among the 
peoples of the world. Reference has already been made to the 
fact that the inequalities in trade between all the separate pairs 
of countries in the world are cancelled and disappear when they 
are consolidated, and that this process of adding up the sums on 
each side of the general world balance sheet of international 
economic relations is accomplished through triangular or many- 
sided movements of services, trade and capital. It is obvious, 
therefore, that anything which interferes with the freedom of 
movement of one of these factors may damage an essential part 
of a very delicate machine which it may be exceedingly difficult 
to repair. Unfortunately, the general control and practical 
cessation of foreign investment in every country is an outstanding 
example of such interference. But alarmist movements and 
withdrawals during the depression of short-term funds held 
abroad by certain creditor nations have wrought even greater 
havoc; for the countries suffering the withdrawals met them 
largely by their normal commodity exports to the creditor 
countries at a considerably reduced level of prices. They then 


had nothing left with which to buy anything from the countries 
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which had been the other sharers in the triangular or multilateral 
trade. Thus a short circuit occurred, cutting out intermediate 
links in the chain. Even when the withdrawals took the form of 
exports of gold from the debtor countries the exhaustion of the 
liquid resources of the latter led to similar results. 

If trade had been comparatively free when the change took 
place in the capital item in the balance, a readjustment would 
have been possible and the intermediate links could have been 
restored. The withdrawals (coupled with the cessation of capital 
exports by the creditor nations which preceded the withdrawals) 
tended to affect the price levels of the countries involved. This, 
in the absence of trade restrictions, would of itself have altered 
the totals of exports and imports, slowed down the pace of the 
machine, as it were, without stopping it altogether. Freedom 
to search for new markets would then have speeded it up again 
in a very short time. But the new trade barriers prevented those 
rapid adjustments in the quantities of imports and exports which 
usually occur when there is variation in capital movements; 
for every country aimed at protecting its own domestic production 
from the dislocation that might follow a rise in its imports. 
The consequence was further increases in the gaps between 
commodity prices in different countries which, in turn, led to 
additional import restrictions and to general slowing down of 
trade. 

When restrictions are being imposed for the reasons just 
described, due regard has to be paid to the possibility of retaliatory 
measures. Therefore, the victims are selected with care. They 
are invariably the countries in trade with which the restricting 
country has an excess of imports over exports on consolidated 
account of goods and services. The effect of this is a reduction 
of trade balance between the two parties in question and conse- 
quent further curtailments of the opportunities for triangular 
or multilateral trade. 

Attempts to gauge the contraction in triangular merchandise 
trade since 1929 have been made by the Economic Intelligence 
Service of the League of Nations. The difficulties in the way of 
accurate estimation are considerable; and much allowance must 
be made even when guesses are obviously well-founded. Of the 
general truth of the conclusions there is no doubt. The follow- 
ing table (taken from Review of World Trade, 1933), setting out the 
results of a careful examination of the trading accounts of twenty- 
two countries which together handle about three-fourths of the 
international commerce of the world, shows how the percentage 
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proportion of bilateral trade has increased during the depression 
at the expense of triangular trade. 


1929. 1931. 1932. 1933. 
Bilateral Trade. 79-7 81-5 82-5 83-4 
Triangular Trade . |. 203 18-5 17-5 16-6 
100-0 100-0 100-0 100-0 


This tendency is exceedingly serious for countries which have a 
highly specialised production and which, therefore, are dependent 
on the sale and export of a small number of commodities. Chile, 
Greece, Bolivia and certain agricultural countries are examples. 
It is only because of triangular or multilateral trade that such 
nations can effect satisfactory balances on income and outgo 
account; for, frequently, they cannot dispose of enough of their 
products in the countries from which they borrow in order to 
offset the payments due from them to these creditors for goods 
imported and for interest on loans. The pressure exerted on 
them, then, in consequence of the growth of bilateralism, to 
increase their exports to countries which do not want their 
products leads to low prices which, in turn, stimulate further 
production, so that the total of receipts deemed necessary may not 
be impaired. It is in this way that the contradiction arises of 
financial distress accompanied by excess supplies of certain 
categories of goods which is so marked a feature of the present 
depression. But it would be a mistake to conclude that bilateral 
trade treaties can never benefit either or both of the contracting 
parties. This can happen when the currencies of each are reason- 
ably free from fluctuation, when neither is greatly indebted to the 
other, especially on short term, when there is mutual confidence 
in each other’s political stability and each has need of the other’s 
specialised products or is willing to purchase them. A possible 
example is the case of Sweden and Great Britain. Such instances, 
however, do not controvert the fact that other countries lose 
more than is gained by the two more fortunate nations. At the 
best such agreements merely divert trade. They can do nothing 
to enlarge it. 
VII 


What are the prospects for the future? Will trade barriers 
disappear or be modified? Will all these exceptional contrivances 
for safeguarding trade balances be forgotten when the present 
emergency passes? It is too soon yet to give an answer to these 
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questions ; but in any case the restoration of comparative freedom 
in international trade will be slow. Until the most fundamental 
cause of all restrictions is removed—disparities in the price levels 
of the same commodities in different countries due to different 
degrees of currency depreciation—it is unreasonable to anticipate 
much progress. But at the same time it is well to guard against 
exaggeration of the extent to which self-sufficiency is actually a 
conscious deliberate policy of the principal industrial and com- 
mercial countries in the world to-day, and to avoid the conclusion 
that every restrictive measure on imports is actuated by con- 
siderations mainly non-economic and national. On the contrary, 
it would be more correct to assume that the aims of restriction 
are to enlarge the volume of international trade as a whole, how- 
ever paradoxical this may seem. It is reasonable, therefore, to 
expect that barriers will be removed when it is discovered that 
they hinder rather than foster the attainment of this object. 

Some relaxation of the quota system has already been devised. 
There is a tendency now to use it not to place absolute limits upon 
the volume of imports but, rather, to set a maximum limit to the 
quantities of goods to which a lower scale of duties apply, there 
being reciprocal agreements that imports above this limit shall be 
admitted on a higher scale of tariffs. This plan is designed to 
avoid serious disturbance in a given price level within the import- 
ing country for each commodity coming under the scheme. It 
has been embodied in treaties between Austria and Hungary, 
Roumania and France in reference to wheat, and in several other 
treaties between countries in central and eastern Europe in refer- 
ence to other commodities. If there must be prohibitions or 
restrictions, it is fairly well adapted for the protection of the 
internal price levels of commodities whose domestic production 
is considered desirable or in the case of which there are official 
marketing schemes which have to be nursed with care. This 
system of tariff quotas as distinct from import quotas would 
seem, therefore, to offer help to countries engaged in planning 
internal production in certain products the prices of which it is 
desired to stabilise without at the same time restricting an import 
trade which is tending to expand. But the uncertainties and the 
abuses inherent in all systems of quantitative control are ex- 
ceptionally great in the administration of any quota scheme. 
Unless there is a return in practice to the early original purpose 
of quotas, and governments refrain from using them as special 
bargaining weapons, the prospects for increasing freedom in 
international trade are none too bright. 
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In the treaty of 1860 between France and Great Britain there 
was embodied for the first time the principle of competitive 
equality in trade, or the assurance of equal opportunity to all 
friendly competitors, the principle generally referred to as the 
most-favoured-nation principle or clause. The example thus set 
was followed in the majority of trade agreements concluded since 
that date between the important commercial nations of the world. 
This led to a considerable extension of freedom of trade; but, 
occasionally, intensification of economic nationalist movements 
offered opposition to the simple working of the clause. It is not 
surprising, therefore, that since 1929 it has been overlooked or has 
been evaded by the institution of many new types of preferential 
trade arrangements. To the question, shall the principle be 
maintained or re-established, or is it to disappear and be no longer 
embodied in future commercial treaties, a conclusive answer 
cannot now be given. Reasons, however, can be offered for the 
view that it will not be abandoned completely but that it is likely 
to be retained in a modified form to play a part again in the 
general liberalisation of trade. 

Even if some measure of quantitative regulation of inter- 
national trade survives the depression it is improbable that 
important industrial countries will consent to abandon the rights 
they now possess in the way of assurance, which is given them by 
the most-favoured-nation clause, of equal opportunities for their 
exporters to supply the imports required by other countries. If 
they did, their merchants would soon complain, with justice, of 
unfair and unequal conditions of competition. That importance 
is still attached to the survival of the principle and that its 
complete abandonment, therefore, is unlikely appears from the 
report of the Committee on Tariffs and Commercial Policy of the 
London Economic Conference of 1933. This Committee suggested 
modifications that might make its application more elastic and 
better suited to the changed conditions of trade in 1933. “ There 
was a general opinion,” the Committee reports, “‘ in favour of the 
maintenance of the most-favoured-nation clause in its uncon- 
ditional and unrestricted form—naturally with the usually 
recognised exceptions—stressing the points that it represents the 
basis of all liberal commercial policy; and that any general and 
substantial reduction of tariffs by the method of bilateral treaties 
is only possible if the clause is unrestricted, and that this method 
would avoid the constant resumption of negotiations. 

“ However, certain delegations manifested a strong tendency 
in favour of allowing new exceptions in addition to those hitherto 
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unanimously admitted, on the ground that, although the un- 
conditional and unrestricted most-favoured-nation clause does, 
under normal conditions, secure for trade the indispensable 
minimum of guarantees and prevents arbitrary and discriminatory 
treatment, if insisted on with too great rigidity, it may obstruct 
its own purposes in a period of crisis and difficulty such as we are 
now passing through.” 

An additional exception of importance which, however, has 
not yet won general acquiescence was suggested by the American 
delegation to that London Conference and repeated at the Pan- 
American Conference in the following December. The proposal 
was that, under certain conditions, the benefit of multilateral 
pacts for the reduction of trade barriers which are open to adher- 
ence by all countries should not be claimed by non-participating 
countries. The general underlying idea is that if collective 
agreements are made among groups of countries which are pre- 
pared to reduce barriers to trade between themselves, other 
countries not willing to undertake the same obligations should not 
benefit by such pacts merely because they have general most- 
favoured-nation agreements with some of the participants. 
Rigidity of interpretation of this kind has held up several Danubian 
pacts which aim at closer economic relations between countries 
in central and eastern Europe. Perhaps, too, it was responsible 
for the breakdown of the Ouchy Convention in 1932 between 
Holland, Belgium and Luxemburg. It will not be easy to get 
a general informal understanding among nations that they should 
not press their claims unreasonably and so destroy the chances of 
success of all collective agreements for the reduction of trade 
barriers. There are signs, however, that such an understanding is 
- not impossible of attainment. This is fortunate; for on it will 
depend the future successful working of the most-favoured-nation 
clause. 

The favourable attitude towards the problem of the most- 
favoured-nation clause on the part of the London Conference 
Committee on Trade and Commercial Policy was only one of 
many indications that the delegates on that occasion were ready 
to recommend a definite reversal of the worst of the restrictions 
now hindering trade. There could not but be general agreement 
that the unsettled monetary situation, which called for stabilisa- 
tion and general adjustment of international financial relations, 
was the most fundamental of the problems demanding solution 
and that, failing success here, no useful purpose would be served 
in proceeding with discussions on the removal of the ordinary 
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barriers to trade. When, therefore, it became apparent that 
agreement concerning currency stabilisation was impossible, 
owing to the reluctance of certain governments to give up the 
power of control over internal price-levels which they considered 
currencies unlinked to gold conferred upon them, there was no 
option left to the representatives of other governments except to 
decline to enter into either short-term or long-term undertakings 
concerning trade policy and related questions. But it is important 
to note that there was a fairly general consensus of opinion that 
the shrinkage in world commerce was due to a considerable, 
although an undefined, extent to high tariffs and all the other 
barriers, such as quotas and exchange control, which had been 
devised since 1929. 

In accordance, then, with this general feeling, in order that 
there might be a favourable atmosphere for international discus- 
sion and for possible concerted action, a customs truce was agreed 
to, which embraced countries handling fully nine-tenths of the 
trade of the world. The deliberations of the Committee, as far 
as they went, indicated agreement, on the part of the responsible 
representatives of most governments, with liberal views on trade 
policy and with the opinion that restrictions generally were 
undesirable. But it is one thing to express adherence to an ideal, 
and another to make sacrifices in its pursuit; and there is no 
doubt that the breakdown of the Conference on the monetary 
problem brought relief to the embarrassed trade delegates of more 
than one nation. It was demonstrated, however, that it is only 
through international conferences of this kind that progress can 
be looked for in the straightening out of the present tangle of 
barriers to trade. 

The failure of the Conference led to immediate denunciations 
of the tariff truce and to a temporary reaction in favour of 
additional restrictive measures. Further meetings for discussions 
on trade policy ought not to be convened until currencies are 
reconstituted upon firm and permanent foundations; for mutual 
suspicions that trade concessions may be undermined by currency 
manipulation create an unfavourable atmosphere for fruitful 
deliberation. 

While the prospects for general international agreement to 
scale down tariffs and remove other barriers do not offer hope for 
early action, regional agreements carefully chosen as starting- 
points may indicate the path to continuously widening areas of 
comparative freedom of trade. Reference has already been made 
to the proposed Danubian pacts and to the Ouchy Convention 
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of 1932 which failed through the insistence of the stronger nations 
on their rights under the most-favoured-nation clause. Where, 
however, important and influential nations are concerned which 
can command the acquiescence of weaker nations in less rigid 
interpretations of this principle of competitive equality much 
progress is possible. Perhaps the Ottawa agreements of 1932 in 
which Great Britain, her colonies and self-governing dominions 
all participated are a case in point. But if these Ottawa pacts 
illustrate the possibility of a wide extension of areas enjoying 
comparatively unimpeded trade they also clearly indicate the 
underlying conditions necessary for success. There is no need, 
here, to review the results of the Ottawa Conference and assess 
its value to the mother country and to the dependencies. But it 
would not be easy to refute the criticism that this series of trade 
agreements between the several parts of the British Empire have 
been trade-diverting rather than trade-enlarging in their effects. 
Moreover, they demand sacrifices on the part of some of the 
participants which in the long run may prove to be intolerable. 
Certain historical analogies are instructive. Nineteenth- 
century Europe offers examples of several movements in which a 
number of small contiguous independent countries formed a 
customs union, within which trade was largely free, and so built 
up an economic unit better balanced than any of the constituents 
singly could ever hope to be. The German States in 1830 came 
together in this way and abolished tariffs over a wide area in 
central Europe where, previously, there had been more than a 
score of States large and small. Unfortunately such movements 
are never wholly, perhaps not even principally, economic; for 
they have their roots deep in national sentiment. Economic 
union, therefore, has been followed by political union, just as the 
establishment of a powerful consolidated homogeneous kingdom 
in France followed the abolition of provincial tariffs there in the 
eighteenth century. It is the feeling or suspicion that there is 
this tendency for political union to follow customs agreements 
among neighbouring states with similar cultural institutions which 
inspires opposition to the proposed Danubian pacts and other 
trade conventions in central and eastern Europe. It may be that 
the tendency does not work in the reverse direction and that the 
growing independence of units which have hitherto been in close 
political union is shown in their determination to assert themselves 
in the economic sphere. It may also be the case that it is felt 
that a measure of economic independence or self-sufficiency is 
necessary for the proper enjoyment of the newly granted political 
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independence. Whichever is true, the attainment of real economic 
unity in the British Empire will not be an easy task. 


VIII 


It will now be abundantly clear that the short-term influences 
making for economic self-sufficiency draw much of their inspira- 
tion and derive most of their impetus from instability of currencies 
and the unforeseen and violent movements of prices which always 
accompany unstable standards of value. The first and most 
pressing problem, therefore, is thet of currency stabilisation; for 
on its solution depend not only the disappearance of those novel 
and harmful restrictions on international trade already examined, 
but also, which is much more important, full economic recovery 
everywhere throughout the world. That must be the excuse, if 
one were needed, for a glance at some of the considerations bearing 
on the choice of policy to be pursued in connection with this 
general question of currency reconstitution. 

It will be remembered that the principal cause of the failure 
of the World Economic Conference of 1933 was the realisation 
that it was not then possible to secure agreement even among the 
more important nations, much less the general consent of repre- 
sentatives of all the countries present, on a programme of currency 
stabilisation. Much has happened since then, and more than one 
nation has discovered how to contrive a more even balance on 
income and outgo account through the medium of a currency 
freed from gold which can be manipulated so as to ward off awk- 
ward price movements at home and the immediate need for internal 
economic readjustment. It is probable, therefore, that if another 
world conference were to meet now, general agreement concerning 
action would not be any easier to obtain than it was two years 
ago. This, however, ought not to interfere with joint or single 
action on the part of some of the financially stronger nations whose 
lead the weaker would necessarily have to follow. Indeed, the 
latter, during a period of international monetary chaos like the 
present, can indulge without much hurt to themselves or the rest 
of the world in experiments aimed at self-sufficiency and permit 
fluctuations in the external values of their currencies without 
serious repercussions elsewhere. But the fluctuations of the rates 
of foreign exchange in the large and influential financial centres 
are very damaging to international exchange and it is a mistake to 
assume that such movements necessarily produce equilibrium. 
Experience here reinforces theory in demonstrating that the 
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contrary is almost certainly true and that they cause more dis- 
location than they cure. It is evident that it is only by an inter- 
national monetary standard of some kind permitting of stability in 
foreign exchange rates that the temporary excesses in the trend 
towards economic self-sufficiency can be cured and prosperity 
restored. 

If this be granted and if agreement in the re-establishment of 
an international standard is not to be looked for immediately, the 
casu for single-handed action by Great Britain is considerably 
strengthened. We have most of any country to lose by a per- 
manent shrinkage in international trade, and the position of 
London as a leading world centre of finance carries with it much 
prestige and considerable responsibility, a fact as important in 
matters political as it is in matters economic. The question, then, 
can be put very simply, although it is not equally easy to supply 
an answer. Which is to be the policy of this country if and when 
it decides to give a lead to the rest of the world—stabilisation on 
gold or stabilisation on sterling as a paper pound ? 

The latter makes a more cogent appeal to thoroughgoing 
economic nationalists than the former. For this there are many 
reasons. Reference has already been made to the most important 
—the greater control over its domestic economy which is pos- 
sessed by a government whose monetary system is not intimately 
linked to a general international standard in the way demanded 
by a general foundation of gold. Of less significance are the 
difficulties which would ensue from the correction of the present 
maldistribution of gold. These, it is felt, would involve retreat 
from positions of self-sufficiency which have not yet been con- 
solidated and which, if lost, could only be recovered in a future 
crisis or depression. Further, it is pointed out that important 
countries, including Great Britain, have for some time worked an 
exchange system without the use of gold and that the experience 
gained demonstrates the possibility of avoiding all the difficulties 
which accompany the working of the gold standard, especially 
those due to variation over long periods in new supplies of the 
metal and the oceasional maldistribution of general stocks which, 
it is asserted, can never be effectively avoided. It is only by 
stabilisation on a sterling paper basis, therefore, the argument 
continues, that Great Britain (and the world) can escape another 
economic crisis in the course of time. 

The case against stabilisation on a paper basis rests primarily 
on prudence and expediency. The insulation from external 
economic influences so desired by the nationalists is a dangerous 
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privilege for which a very high price has invariably to be paid. 
Further, monetary management on a paper standard demands 
constant vigilance, a continuity of policy and a trust in the 
moderation of governments which few people are willing to 
concede. Most important of all is the fact that the world is not 
yet ready to abandon an international standard based on gold. 
The problem, therefore, is not whether to return to gold, but when, 
and on what terms. 

To the question ‘‘ when ” the answer at first sight appears to 
be definitive—not until there is a general state of equilibrium 
between the price levels of the important commercial countries 
of the world. As long as sterling is undervalued as regards the 
currencies still on gold and uncertain, probably overvalued, as 
regards the dollar, stabilisation is undesirable. It would merely 
repeat the disastrous consequences of the mistake of 1925. But 
here there is a vicious circle. It is uncertainty with regard to 
the futures of currencies and, predominantly, of sterling which is 
the main cause of the lack of harmony between foreign exchange 
rates and the price relationships of the leading countries. Until 
there is assurance concerning the future gold basis of sterling 
equilibrium between price levels is unlikely to ensue merely as a 
consequence of market fluctuations in rates of exchange. Rather 
than rely, therefore, on price levels, which are so much the play- 
things of doubts, alarms and apprehensions, to bring exchange 
rates into harmony with one another it would appear the better 
course partly to reverse the process, stabilise sterling on a gold 
basis tentatively, and by maintenance of steady sterling exchange 
rates look forward to internal prices elsewhere adjusting them- 
selves to the new situation thus created. There is little to be 
gained by waiting on further developments before initiating such 
a plan. On the contrary, delay is adding to the difficulties that 
will be encountered whenever stabilisation on any basis is ulti- 
mately attempted; for the present downward trend in sterling 
creates trouble for countries financially weaker than Great Britain, 
encourages competitive currency depreciation and further curtails 
the volume and value of international trade. 

If the case for early stabilisation, then, be granted, the imple- 
menting of the policy calls for a very careful, gradual and tentative 
approach. Anything in the way of a full and immediate restora- 
tion of the gold standard is impracticable; but the preliminary 
steps required should not present serious difficulties. It is not 
proposed now to enter upon a detailed examination of those steps 
or of the further steps involved, and the degree of co-operation 
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which may be needed from the central banks of the United States 
of America and the leading gold countries in Europe. Neither is 
it necessary to discuss the part which might conceivably be 
played by that recent addition to the machinery of the London 
Money Market, the Exchange Equalisation Account, in con- 
solidating and maintaining the new situation when a de facto 
becomes a de jure stabilisation. It is sufficient to register the 
conclusion that until this task is performed there will be con- 
tinued encouragement to ill-timed attempts to attain and maintain 
economic self-sufficiency, to the detriment of full recovery in 
international trade throughout the world. 
J. G. 


University of Birmingham. 
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THE FINANCIAL AND ECONOMIC RESULTS 
OF STATE CONTROL IN AGRICULTURE } 


Tue changing practices, derived from scientific progress, 
observable in post-war British agriculture, have upon recent 
occasions been described and discussed by this Section of the 
Association. It seems, therefore, not inappropriate now to draw 
attention to some other aspects of the industry which can claim 
to be fundamental in any appraisement of our rural complex and 
have also special relevance when we meet in such a centre as 
Norwich. I refer in particular to its financial and social economy 
as well as, more generally, to its present-day bearing upon other 
human activities, all of which have, as a direct result of State 
action, suffered great changes. And here, may I explain that in 
the title of this address the term “ Control” has designedly been 
substituted for the arguably more correct ‘‘ Intervention” or 
the defensible “ Assistance,’ for none can aver that the policies 
and activities of those engaged in primary production are now as 
spontaneous and untrammelled as they would be had not succes- 
sive Administrations, in order to counter exigencies of varying 
magnitude, visited agriculture, as Zeus visited Danae, in “a 
shower of gold ”—TI borrow the simile of a well-known politician. 

Before attempting to estimate the results accruing from the 
policy each represents, I propose to enumerate, and, as far as 
possible, to assess the total cost to the State of the various reliefs 
and disbursements of an eleemosynary character that these post- 
war years have witnessed. I do not apologise for this, as I feel 
confident that a large majority even of the agricultural community 
does not appreciate the weight or the diversity of these aids. 

First must be placed the direct, recurrent and non-recurrent 
grants. Chronologically, in the forefront of the former comes the 
Corn Production Acts (Repeal) Act, which, in 1921, resulted in 
the payment of over eighteen million pounds to the growers of 
wheat and oats in Great Britain. By this means some three- 
quarters of all the occupiers of agricultural land received £3 and 
£4 per acre respectively, or an average of about £80 per head, 
for the crops in question raised that year. Additionally, a further 
million pounds was deflected to the furtherance of rural education 
and research. 


1 Extracted from the Presidential Address to Section M of the British 
Association, Norwich, 1935. 
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The subsidising of sugar and molasses derived from home- 
grown beet—nowadays a much-discussed product—will, with 
the perfectly legitimate inclusion of the concurrent Excise remis- 
sions, during the eleven years of its existence have cost the 
taxpayer slightly over £47,000,000. At this stage, I will say 
nothing in regard to the proportionate distribution of that vast 
sum between farmer and factory, nor will I comment upon the 
very debatable economic repercussions affecting sugar refiners, 
foreign cane and beet producers, British shipping interests, or 
home road and rail services. The benefits derived from the 
introduction of this crop into our farming economy have been 
undeniably great, but the spectacle of two hemispheres subsidised 
to compete for an over-stocked market is a remarkable one. 

The redemption of a solemn war-time undertaking to settle 
ex-Service applicants upon small-holdings caused the expenditure, 
through the medium of the County Councils, of £15,250,000. 
The precise cost to the State of establishing the 17,000 persons 
in question is extraordinarily difficult to assess, but I am indebted 
to friends at the Ministry of Agriculture for the following informa- 
tion. Some nine-tenths of the sum was advanced by the Public 
Works Loan Commissioners, and the high rate of interest on post- 
war borrowings, coupled with an excessive cost of equipment, 
accounts for the resultant excess of annual expenditure over 
annual income. This long-term commitment will, by the final 
year, 2003, have aggregated some £40,000,000. As the Ministry 
is in reality paying interest, but not the charges upon the loan, 
the overall average annual deficiency payment will be £565,000, 
equivalent to £34 for each small-holder. At the present time the 
charge is some £800,000 per annum—in 1950 it will be £700,000. 
The weight of such protracted liabilities, both from the national 
and the personal aspect, is apt to be overlooked, and, remembering 
the economic hardships to be faced, it is perhaps fortunate that 
less than half the would-be settlers waited for land. 

The Forestry Commission will, under two separate pro- 
grammes, have expended in fifteen years just under £6,000,000. 
This is, in effect, a variant form of long-term subvention that 
will shortly begin to yield substantial returns as the Commission’s 
properties become commercially remunerative. 

The cattle and milk subsidies officially represent in part 
contingent liabilities which are to form claims upon any levies 
that may hereafter be collected upon imported meat and upon 
the future resources of the Milk Marketing Board. Even, 
however, if we accept as certain such repayments, there remain 
non-returnable State contributions, amounting in the year 
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1934-35 to £1,600,000, designed to improve the quality of milk, 
to provide for its sale at reduced rates to schools, and to assist 
in the production of manufactured grades. During twelve months 
ending last June, £2,924,000 had been spent on the beef subsidy, 
which now averages £330,000 a month. 

The various post-war measures by which credit has been made 
more freely available to the industry have caused what would, 
in normal times, have been regarded as heavy expenditure. 
Under the Agricultural Credits Act of 1928, a State subscription 
of £10,000 per annum was guaranteed to the Agricultural Mort- 
gage Corporation, and this piece of legislation, together with the 
previous Trade Facilities Act, has led to the granting of loans 
exceeding a million in amount. 

While it was implicit in the Wheat (Quota) Act that no 
expense should fall upon the Exchequer, the corollary of an 
enhanced price for British wheat now calls for annual payments 
exceeding £7,000,000, and it is clear that the “ deficiency pay- 
ments ”’ themselves have, up to now, been worth to the producer 
somewhat in excess of £4 per acre of wheat. Ifthe whole charge 
is deflected to the wheat-eater—which it is claimed is demonstrably 
not the case—the extra expenditure per household must be in 
the neighbourhood of 15s. per annum, or, say, 34d. per week. 

It is with the greatest diffidence and hesitation that I 
countenance the possibility of combining under one head these 
recurrent or terminally fixed payments, for they vary so greatly 
in their characteristics and in the relative exactitude with which 
they can be assessed, but I may hazard the suggestion that, to 
the taxpayer, their gross weight, exclusive, of course, of the 
“‘ wheat deficiency payments,” has during the last fifteen years 
exceeded £90,000,000, or an average of £6,000,000 per annum— 
say, 5s. for every acre of crops and grass in England and Wales : 
a very disproportionate share has, however, rightly been deflected 
to the arable districts. As will be indicated shortly, the actual 
sums expended in recent years, due to the incidence of meat and 
milk grants and the expansion in beet acreage, have been twice, 
or even two and a half times, this over-all average. 

Next come the annual State disbursements of ever-widening 
range, made through the medium of official and semi-official 
bodies, that represent an aggregate sum which would, in pre-war 
years, have elicited astonishment. Owing to the number of 
different heads under which the relevant votes fall, it is extremely 
difficult to determine the total sum thus expended, but at the 
present time it clearly exceeds £2,500,000 per annum, and ranges 
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of teaching posts and the provision of a complete system of 
agricultural scholarships, while, too, whether directed to the 
Outer Isles of Scotland or to the English countryside, it amelior- 
ates the life of the peasant. 

The addition of the last-mentioned item will, in such a year 
as the last, bring the grand total of current payments—again 
exclusive of ‘‘ wheat deficiency grants over £15,500,000 
per annum, which large sum it must, however, be admitted, 
represents barely 2 per cent. of the nation’s Budget. In 1913-14 
the amount corresponding to the above-mentioned £2,500,000 
was £900,000, which, like it, was expended through the Board 
of Agriculture, the Scottish Department of Agriculture, and the 
Development Commission. Drawn from a Budgetary expenditure 
of less than £200,000,000, this figure is not only widely disparate 
to that recorded above, but, fantastically, apart from the de-rating 
contribution, it represented the then total national outlay upon 
the industry. 

In view of the fact that grants-in-aid may, from the standpoint 
of recipients, be very different from that of the taxpayer, it will 
naturally be asked what proportion of the above financial assist- 
ance has reached those actually engaged in farming operations. 
The answer would appear to be as follows. The whole of the 
wheat and oats subsidy of 1921 was received by cultivators, as 
are now the “deficiency payments’ under the Wheat Quota 
Act, which, with scarcely any loss, balance the ‘‘ quota ”’ charges 
on flour. The sugar-beet subvention presents an extremely 
difficult problem, which the Greene Committee of Inquiry avoided 
answering beyond saying that, in 1934-35, its cost was equal to 
£17 an acre. While boldly venturing into this controversial field, 
I should perhaps first refer to the suggestion, sometimes made, 
that, with an average net cost of production—always extremely 
elusive to determine—of some £13 or £14 per acre and cash 
receipts of £19 per acre (on a beet price of £2 per ton), the factories 
would, in the event of the subsidy being withdrawn, increase their 
contribution to the price from £2 to £4 per acre and that, there- 
fore, the gross value of this assistance can be reckoned as high as 
£15 per acre. A second possible method of evaluation rests upon 
the assumption that the difference between the cost of production 
and the average return of £19 represents the subsidy’s value. 
Such a differential would be some £5 or £6 per acre (including the 
value of by-products), which, of course, excludes any advantage 
derived by the worker owing to enhanced wages. Yet another 
theory, strongly Protectionist in character, insists that, in effect, 
the home producer is not being subsidised at all until his rates of 
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benefit exceed those provided for his most favoured Imperial 
competitors; this basis would give a value of £6 per acre. To 
me it seems plausible to hazard the suggestion that, despite various 
difficulties associated with rates of exchange, the fairest method 
is to attempt to locate the difference between the average of world 
beet prices and of those ruling domestically. I arrive thus at a 
present-day world value of 25s. per ton, compared with 40s. 
for the internal price, which gives a difference of 15s., or, with a 
yield of 9-5 tons, of £7 per acre. This, then, is the figure I propose 
to use in connection with certain tabular statements that follow. 
Incidentally, all the methods enumerated above, except the first, 
give results that correspond closely with the widely spread 
empirical belief that one-third of the gross State expenditure 
has reached the farmer and his employees. 

It is obvious that, in the case of beef, the 5s. per live cwt., or 
average sum of approximately £2 10s. per beast, represents a 
clear addition to the impossibly low prices that would otherwise 
have been secured; the failure to occur of an anticipated rise in 
prices led, incorrectly, to the claim that middlemen had absorbed 
these grants. Admittedly, the consumer is paying more for his 
milk, and the distributor is enjoying no smaller margin, while in 
this trade the producer can point to a guaranteed outlet rather 
than to substantially enhanced prices as the principal result. 
Sums devoted to afforestation, the provision of small-holdings, 
and, to a certain extent, sugar-beet, have percolated to many 
grades of cultivators—actual or potential—but a small proportion 
has doubtless remained with owners, who find land values 
improved thereby, while certain ancillary trades, e.g. transport 
and building construction, have been provided with augmented 
outlets. Few of the grants have failed to provide additional 
employment or at least to prevent diminution in the numbers 
of wage-earners. 

When one turns to investigate the truly remarkable reliefs 
from the ‘‘ burdens ”—both statutory and non-statutory—which 
have been implemented during the last ten or twelve years, one 
finds tax-, rate- and tithe-payer all affected. By the Agricultural 
Rates Act of 1923, which halved the contribution of agricultural 
land (already, under the provisions of the 1896 Act, reduced by 
50 per cent.), the Exchequer thereafter handed over to the local 
authorities of Great Britain an annual sum exceeding £3,800,000 ; 
this, of course, was in addition to the £1,320,000 per annum 
falling due under the Act of 1896. In 1925 the derating of 
agricultural buildings necessitated a further contribution, amount- 
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local taxation falling upon land, representing £4,132,000, was 
remitted. The occupiers of agricultural land and buildings in 
England and Wales alone have, by these means, been relieved 
of payments which would, in recent years, prior to the readjust- 
ment of the Block Grant system, have amounted to about 
£16,000,000 per annum, equivalent to an average of 12s. per acre ; 
rather more than half (£9,000,000) of this sum must have come 
from the pockets of the taxpayer, the bulk of the remainder being 
charged upon non-agricultural ratepayers. It may be recorded 
that this relief represents some £40 per “‘ average” holding, or 
£50 per occupier per annum. Similar remissions and reliefs have 
been accorded in Ireland, where, in the case of the Free State, 
it has been calculated that payments from farmers have been 
reduced by £2,000,000 per annum; in Scotland £800,000 has been 
remitted to landlords and £150,000 to tenants. 

Even taking into consideration the recent slight fall in the 
poundage of local rates, it is true to say that, in the aggregate, 
reliefs from rating must, in Great Britain, represent some 
£15,000,000 per annum. Whatever theory may postulate, or 
particular interests suggest, there is now no evidence, any more 
than was the case on previous occasions, that, as rates were 
remitted, agricultural rents rose, so the full concessions have been 
enjoyed by their intended beneficiaries. 

Rightly classified as a “ productive industry ” under the 
general derating scheme, agriculture secured yet a further con- 
cession, assessed at £800,000 per annum, in the shape of preferential 
rates for rail transport applicable to certain types of produce. 

Finally, in approaching the vexed and even hazardous topic 
of tithe, all interests will perhaps allow me to state that, by the 
legislation of 1918 and 1925, landowners have been relieved of 
payments which, had this charge been permitted to pursue the 
course dictated by the then existing legislation, would up to date 
have involved them in an additional contribution of £11,000,000. 
As the whole subject is, as it were sub judice, I will only throw 
out the suggestion that, had some form of sliding scale, indicative 
of variations in the purchasing power of money, been retained in 
the last Act, the difficulties experienced by both owners and 
payers might have been much reduced. The “ pegging ”’ of tithe 
has, of course, relieved only those farmers falling within the 
category of owner-occupiers. 

Having now enumerated the principal ad hoc payments and 
remissions secured by British agriculture, and attempted to 
indicate their ultimate distribution as well as their cost to the 
nation, it is only reasonable that I should refer to certain factors, 
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State-dictated, that figure upon the other side of the rural balance- 
sheet. The first of these was the re-establishment of the statutory 
Wages Boards, which, by raising rates of remuneration above the 
level existing prior to 1924 (under the voluntary system of 
Conciliation Committees) to the extent of slightly over 6s. per 
week, have caused an addition of £10,250,000 to the annual cost 
of labour in England and Wales (itself representing one-third of 
all outgoings), which in turn is equivalent to some 8s. per acre 
over-all and may, in the arable districts, easily exceed 12s. per 
acre. Real wages, due to a steady fall in the cost of living, 
synchronously advanced. Secondly, our, as it proved to be, 
premature return to the Gold Standard in 1925, by raising the 
value of the sovereign some 5 per cent., also, for a period, militated 
to the extent of another 10s. per acre against the farmers’ returns ; 
it is fair, however, to point out that in its incidence it was not 
peculiar to the industry under discussion. 

Ignoring for the moment any consideration of the financial 
advantages derived from import duties or from the avowedly 
price-raising quantitative control of home-produced and imported 
commodities, it is now possible to strike a general balance based 
on the principal, and still effective, of all the foregoing items in 
their reaction upon the producer. At levels current now or in 
1934-35, it reads, for Great Britain, approximately as follows : 


Credit. Debit. 


Wheat “deficiency payments” . £7,180,000 4 
Sugar-beet subsidy (calculated at 


£7 per acre) . .  £2,820,000 2 
Meat subsidy . .  £3,300,000 
Milk grants. .  £1,600,000 4 
Small-holdings and allotments £900,000 
Afforestation . £450,000 


Ministry of Agriculture, Scottish 
Department and Development 


Commission. .  £2,500,000 
Local taxation reliefs ; . £15,000,000 

Wages Boards . £10,250,000 
Net Gain . . £23,500,000 


1 Cereal year ending September 1934 (official estimate for 1934-35 = 
£6,865,000). 

2 Year ending March 1935. 

3 Calculated for year ending September 1935: future commitments estimated 
at £4,000,000 per annum. 

4 Year ending March 1935: exclusive of returnable advances. 
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In reviewing these figures, it must be remembered that the 
official index-number applicable to agricultural commodities 
produced at home now stands at only some few points above the 
1911-13 parity, while, with labour costing double what it did in 
1914, and the price of many requisites increased by 50—70 per cent., 
the weighted average cost of production lies in the region of 50 
per cent. above the 1911-13 level. The margin to be bridged, 
therefore, exceeds several times over the credit balance revealed 
above, which, in round figures, may be taken as equivalent to 
some 15s. an acre. 

It will perhaps be appropriate if I also illustrate by local 
example, derived from such a typical arable area as Norfolk, 
the results of State assistance. This is the soil which, in ancient 
times, according to that great Norwich medico-antiquary, Sir 
Thomas Browne, protected certain “minor monuments from the 
drums and tramplings of three conquests.” It has subsequently 
had to endure a similar number of economic assaults upon its 
own productivity. Here, in 1934, the 990,000 acres of farmed 
land derived, in round figures, the following major pecuniary 
advantages: wheat “deficiency payments ” (calculated on the 
Wheat Commission’s official basis of 3s. 11-074d. per cwt.), 
£436,000, or £3 15s. for every acre grown; rating reliefs (at 13s. 
in the pound on agricultural land and buildings), £650,000; the 
sugar-beet subsidy brought into the county some £1,617,000, of 
which, dare I say, utilising my previous basis of £7 per acre, 
£666,000, therefore, reached the producer? The meat subsidy, 
together with the grants directed towards education, small- 
holdings, afforestation, and so forth, must have amounted to 
at least £200,000, or 4s. per acre. We arrive, then, at a total of 
£1,952,000, or, say, £2 for every acre in agricultural utilisation. 
From this must be deducted £596,000, or 12s. per acre, as a result 
of the increased rates of remuneration ordained by the Wages 
Board, leaving a nett gain of £1 8s. It is a curious coincidence 
that sugar-beet benefits and wage increments should so nearly 
cancel one another out, for it has been repeatedly claimed by 
East Anglian farmers that the former were entirely absorbed by 
the imposed higher cost of labour. 

When it is borne in mind that the over-all per-acre value of our 
soil products is barely £8, and that it may cost £7 10s. to raise 
an acre of wheat, £4 10s. in the case of seeds hay, and £30 in 
that of potatoes, the advantages derived are, if not striking, at 
least appreciable. Statistically, the resultant changes in Norfolk 
agriculture are not unexpected. Wheat is now back to its pre- 
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war acreage, while (regulated) potatoes and the fruit areas have 
increased; the other, and unsubsidised, cereals have declined, 
while sugar-beet has largely supplanted turnips and mangolds. 
Milch cattle are more than 50 per cent. above their pre-war 
numbers, the sheep population is only two-thirds of what it was, 
but pigs, beneficiaries under the new régime, have practically 
doubled. The arable land has not been reduced disproportionately 
to the national loss attributable to the demands of a more mobile 
and discriminating urban population. It is probable that 
increased mechanisation, as much as financially dictated staff 
reductions, has been responsible for the withdrawal of some two 
thousand whole-time male employees during these fourteen post- 
war years. 

Norfolk may, indeed, be taken as illustrative of the recent 
post-war tendencies exhibited by the country as a whole, and 
frequently unappreciated by the man in the (urban) street. They 
are as follows : a slight increase in the physical outpuf of the soil, 
a decline in arable area, which would undoubtedly have been much 
larger but for the grants-in-aid directed to specific crops; a 
marked transference from the production of feeding-stufis to 
that of sale crops; a reduction in the number of workers, 
accompanied by a greater output per person employed; and a 
redistribution between the different classes of live-stock, which 
still account for three-quarters of the total agricultural output 
expressed in terms of money. Nationally, there has occurred a 
very marked augmentation in the consumption of Imperial as 
opposed to non-Imperial supplies, together with an increase in 
the per caput consumption of the more expensive foods. 

Of the expenditure which has brought about these results, 
landowners have, directly, received little, and their position has, 
owing to permanently enhanced costs of maintenance and repairs, 
continued to deteriorate. Tenant-farmers have, by it, been 
enabled partly to bridge the gap that would otherwise have 
rendered them impotent to function as producers. The economic 
betterment of rural workers can best be measured by recording 
that their weekly wages now stand at some 75 per cent. above 
the pre-war level, while the cost of living index-number remains 
in the region of 40. Remembering the immovable attitude of the 
administration, and also the public apathy of forty to fifty years 
ago, and knowing the terrible situation that faced their pre- 
decessors yet a century earlier, the present representatives of 
what is justly one of the most famous agricultural counties in 
England, must surely feel encouraged by these tangible signs of 
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support to continue their efforts to escape from the darkness 
of depression into the light of returning prosperity. 

Let us now leave the subject of direct financial impacts and 
benefits, resultant upon State action, to be weighed according to 
individual opinion, and consider the repercussions attributable 
to higher policy which involve economic and fiscal adjustments 
often extraneous in character. The precursors of marketing 
reform on the grand scale emerged in the shape of the Horti- 
cultural Produce Act of 1926 and the “ Rings” Act of 1927 
(both of which attempted to strengthen the position of the farmer 
in regard to the sale of his produce), extension of the C.O.D. 
system, and the setting up of the “‘ National Mark ’’—all these 
supplemented the Empire Marketing Board’s policy of con- 
centration upon the business functions of the producer. The 
cost of that Board during its short life (at first a million per annum, 
subsequently reduced to half that figure) was small compared 
with the incipient value of its work, which clearly paved the 
way for the far more ambitious operations of the Agricultural 
Marketing Acts. By the latter legislation our internal policy 
was completely altered, and over-riding powers were conferred 
upon proved majorities to transfer, withhold, process, or otherwise 
dispose of, “ regulated products ” in order to control output, with 
the economic suggestio falsi that, if fully successful, such a price- 
raising system would merely readjust profit margins between 
farmers and intermediaries without raising prices to consumers. 
When, however, it became apparent that unrestricted supplies 
from overseas were effectively paralysing the original (1931) 
Marketing Act, its successor was passed which gave to the Board 
of Trade full powers quantitatively to control imports of any 
agricultural commodities already subject to the provisions of the 
former Act. 

The delicate ‘‘ gentlemen’s ” (but not necessarily economists’) 
agreements, soon sought with the Scandinavian group of countries, 
and with certain South American producers, in the hope that their 
exports might be cut down to the required figures—generally 
expressed as percentages (circa 60-90) of some basic year or 
average of years—were not always easy to conclude. Trade 
agreements or Ottawa pledges will have prevented, in the case 
of certain articles—e.g. milk, meat and dairy produce—the 
introduction until this, or even the next, winter of such under- 
takings with some foreign countries and with several of our own 
Dominions and Dependencies. With import duties also imposed, 
in 1932, upon*a*majority of agricultural and horticultural com- 
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modities, including one on foreign wheat at 2s. per 480 lb., and 
10 per cent. ad valorem on foreign flour, our Free Trade principles, 
zealously guarded since 1846, were jettisoned and “ the people’s 
food ”’ was taxed indeed. 

It is extremely difficult to estimate in terms of money the net 
results of a “planned” agriculture at home, combined with 
reduced non-Imperial imports, but, during the second reading of 
the 1933 Marketing Act, the Minister of Agriculture claimed that, 
as a result of past policy, ‘‘ We shall be able to show that we have 
secured a rise of 20-30 per cent. in wholesale prices without a rise 
of more than 1 or 2 per cent. in retail prices.” On the other 
hand, the Ministry’s official Agricultural Statistics, 1933, Part IT, 
p. 99, reads as follows: “In the first six months of 1933 the 
monthly numbers were between 11 and 15 points lower than 
the year before. Later, however, there was a recovery, and in the 
last quarter of the year the index was 7 points or more higher than 
in the corresponding months of the previous year, whilé a margin 
of 6 to 7 points was maintained throughout the first quarter of 
1934.” The figures in question, of course, refer to commodities 
sold off farms (estimated at £222,000,000 in 1932-33) and are, 
therefore, wholesale. During the last year they have averaged 
some 7 to 8 per cent. above the level of 1932 and 1933. This, 
for Great Britain, is equivalent to an aggregate rise of £15,000,000 
to £17,000,000 in producers’ receipts as compared with Mr. Elliot’s 
implied rise of £44,000,000 to £66,000,000. If we feel justified in 
ascribing the whole of the officially recorded increase to the 
influence of the Marketing Acts and their supplementary legis- 
lation, this is the sum that must be added to the grand total 
(£23,500,000) of subsidies and reliefs previously enumerated, for 
the new policy is supplementary to the old—based upon long- 
term grants—which of course continues side by side with it. We 
thus arrive at a figure approaching £40,000,000 as representing 
the cumulative annual benefits derived from the three policies, 
viz. grants, remissions and augmented prices. The new method 
is far more potent than the old, and, although it is arguable to 
what extent, if any, middlemen’s returns have been affected, it 
concerns most intimately the consumer. The direct taxpayer, 
it should be emphasised, has thereby gained a measure of respite 
at the expense of the indirect. 

Including these price- and quantitative control devices, the 
home market is now in possession of an almost complete battery 
of economic weapons. So far, that is to say during the last three 
years, the result has been seen in this relatively small rise in the 
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(wholesale) price of its products, accompanied by a considerable 
increase in the proportions of Empire, at the expense of foreign 
consignments. This has been accomplished at the cost of a 
growing dependence upon outside direction and some expansion 
in the numbers of persons ancillary to the industry. Forms to 
be completed, contracts to be signed, instructions to be obeyed, 
inspections to be suffered—these are the penalties of a planned 
and a regimented industry. 

In the case of potatoes, some hundreds of transgressors were 
last spring summoned to appear before the management of their 
Board on charges of failing to make returns of stocks, for selling 
products below the size fixed by the regulations, or for rendering 
inaccurate acreage returns; fines up to £20 were inflicted. The 
demand for potatoes as human food is, to a certain degree, elastic, 
and the Boards have it in their power, by withdrawing small 
varieties, to raise the price of those in other categories; acreage 
restrictions should then prevent any tendency to over-production. 
So far, potato prices, whilst not soaring, have substantiated 
economic theory, while heavy duties on imported “ earlies ” have 
buttressed the whole structure. 

The milk industry has perforce become accustomed to 
receiving, through eleven “ pools,” payments calculated in pence 
per gallon to two places of decimals, and varying with the status 
of the producer, the season, the locality, and the intended utilisa- 
tion of individual consignments; many producers and a larger 
proportion of consumers remain in ignorance of the destination 
and of the source respectively of a commodity whose production 
and handling are vital to health. Significantly, no provisions for 
limiting output have at present been imposed, and the Board’s 
energies have mainly been devoted to increasing the consumption 
of fresh milk at the expense of that unremuneratively disposed 
of for manufacturing purposes; the average price secured by 
producers rose last year by about a penny a gallon, but has since 
declined by perhaps a halfpenny. 

Producers responded too well when first invited to contract 
for the supply of high-grade bacon pigs, and, if prices were to be 
maintained, limitation of supplies was essential. When faced 
with markedly higher retail prices consumers became restive, 
there was evidence that demand was shifting to alternative 
commodities, and simultaneously the European exporter expressed 
open dissatisfaction with his reduced opportunities. In these 
circumstances, the change of policy announced last June and 
July met with complete agrarian approval. Levies raised on 
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foreign bacon are now to be used to maintain, or to augment, the 
price of pigs at home and, incidentally, a tariff on imported beef will 
in due course operate in a similar manner. It thus looks certain 
that the movement of these substantial economic straws indicates a 
general change in direction of the political or administrative winds. 

Certain branches of the industry, such as those associated with 
fruit and vegetable production, have rejected regulating schemes, 
preferring, presumably, to trust, in conjunction with specially 
granted fiscal protection, to those insular advantages that they 
possess. 

British agriculturists, having witnessed for long the evils of 
neglect and laissez-faire, would have been foolish to refuse, at any 
rate for a time, this form of assistance on the ground that it 
involved certain sacrifices on their own part, and, when looking 
around at other occupations, including those of their fellows in 
many different countries, were wise to accept compulsory co- 
operation. For, as with armaments, so with industry, it appears 
unfortunately at the moment to be the accepted rule, si vis pacem 
bellum para—if the primary producer wants enhanced prices and 
thereafter stability, he must seek both by outbidding, in tariffs, 
subsidies and exchange restrictions, the aims of foreign countries. 
Agriculture will assuredly be the last industry spontaneously to 
support the reintroduction of Free Trade. 

Such a policy represents, however, a complete break with 
tradition and with outlook in regard to social as well as to economic 
matters, and it has been accomplished at first by comparatively 
heavy financial commitments, in turn to be succeeded by the 
adoption of a “‘ planned economy ” that has called for readjust- 
ment in the respective interests of consumers, distributors, over- 
seas producers and even of other industries, some of which latter 
are themselves unsheltered from the blasts of world competition. 
This ‘ emergency ” programme, as it was first termed, has been 
carried through at the cost of a reduction in the initiative and 
freedom of producers, by a certain transference from “ dirty 
boot ”’ farming to the filling of forms, by a progressive dependence 
upon outside authority, and, psychologically, by the growth 
of what may tend to become a defeatist attitude. Yet, the 
appeal non tali auxilio has yet to issue in any volume from the 
lips of rural spokesmen. Up to the change of policy in 1932, 
the direct cost—even if we include those long-term commitments 
—had, by post-war standards, not been excessive, but the nation, 
or, rather, the urban population, has now acquiesced in a policy 
which more and more affects not merely the producer and the 
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taxpayer but every householder in the land, so that, latterly, a 
price-raising objective has had to sustain criticism and inquiry 
from a far wider field. 

I have refrained from discussing certain factors axiomatic to 
the new system, such as its effects upon our secondary industries 
hitherto engaged in exchanging their products for imported 
food-stuffs; the future trade and financial relationships likely to 
subsist between ourselves, our own Dominions and foreign 
countries, as a result of the restrictions imposed ; and the political 
and economic risks attaching to any serious increase in the cost 
of urban living brought about by a virtually monopolistic and 
dominant rural hegemony. Upon these questions, that are of 
overwhelming importance and pregnant with danger, each must 
form his own conclusions. Fundamentally, too, the farmer whose 
production costs are high now secures recognition that formerly 
was the reward of his more efficient brethren. Nor can it be 
denied that this system of regulated production will, as a con- 
comitant to increased profits for those permitted to remain, 
logically necessitate the exercise of restraint upon every soil 
product, including those essential to health, raised upon each 
commercial unit of land, which in turn must bring under review 
the determination of rent as well as (now) profits and wages. 
Even if justified on economic grounds, such a procedure would be 
open to attacks based on other, and wider, considerations, very 
difficult to counter. Technically, a quota system has inherent 
disadvantages which render its stability uncertain and necessitate 
frequent revisions and adjustments to neutralise fluctuations in 
different sources of supply and in prices. Home producers prefer 
import duties to restriction, and we in this country must not 
forget that the latter method presents to our own kith and kin 
overseas a virtually insoluble problem in the shape of consequential 
control of their own individual producers. It is therefore certain 
that the latest proposals, initiating a movement from quotas to 
levies, with a modicum of Dominion preference, will meet with 
approval from both parties. During the last two or three years 
we have travelled farther than in the whole of the previous 
century, and, perhaps kindly, “the iniquity of oblivion has 
scattered her poppy,” for we are in danger of forgetting to what 
an extent our rural and national economy has been transformed 
by official recognition of some of the above-mentioned paradoxes. 

J. A. VENN 
Queens’ College, 
Cambridge. 
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THE PARETO LAW AND THE DISTRIBUTION 
OF. INCOME 


THE distribution of the national income of a country has always 
been an important and fascinating problem for economists. 
Thirty-nine years ago Pareto stated in his Cours d’ Economie 
politique that there is a simple law which governs the distribution 
of income in all countries and at all times. Subsequently, it is 
true, he restated his law with somewhat less precision, but still 
he believed that the law holds good within certain ranges of in- 
come. The object of this paper is to examine the validity of this 
law of frequency on the same lines that Pareto followed for some 
countries. A detailed analysis was made of the income and super- 
tax statistics of India over a series of years in order to discover 
whether the law is of the nature of a mathematical or physical 
law, true for all countries and at all times, or whether it is of the 
nature of an empirical formula which is useful within limits in 
certain directions, or whether there is no law at all. 


I 


It is necessary in the first place to state the law as enunciated 
by Pareto himself if only because it is often incompletely and 
even incorrectly stated. Briefly, the so-called law in its most 
dogmatic form is that if N represents all the number of assessees 
at or above a certain income limit x per annum and « and A are 
constants, then 

Al 
N= 
and, therefore, log N = log A —« log X. In other words, if 
the logarithms of the number of persons in receipt of incomes at 
and above definite amounts are plotted against the logarithms 
of the amount of these incomes, the points so obtained will be on 
a straight line whose slope with the axis on which the values of 


1 This relation in which N is cumulative from the higher towards the lower 
incomes is usually given as Pareto’s Law. Vide pp. 346-47 of the Elements of 
Statistics (Fourth Edition), by A. L. Bowley (London, P. 8. King & Son, 1920). 
The non-cumulative distribution is given by — = =y=+ 
(y being the number of income-tax payers at income limit x) and is of the same 
form as the cumulative distribution. 
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log x are given will be « (strictly — «). By using the double 
logarithmic scale it is possible to plot both small and large incomes 
and the receivers of those incomes on a single sheet of paper. 
In the figure below the vertical axis gives the logarithms of income 
limits and the horizontal axis the logarithms of the number of 
people : « is the tangent of the angle OAB made by the line with 
the log X axis. 

Pareto examined the statistics of incomes in some countries 
and concluded that the inclination of the line with the log x axis 
did not generally differ from 56 degrees by more than 3 or 4 degrees 
or the arithmetical value of the slope with the log x axis differed 
but little from 1-5. Sir Josiah Stamp, working on recent data, 


Cc 


log X 


gives 1-6 or 1-7 as the usual value of «. If the law were true it 
would mean that the greater the value of «, the less the inequality 
of the distribution of national income, and the less the value of «, 
the greater the inequality of distribution. If everyone had the 
same income a line perpendicular to the log x axis will represent 
the distribution of incomes. Pareto, as already noted, at first 
asserted that the law was true of every country and at all times 
and he made two deductions : (1) that the shape of the curve of 
income distribution on a double log scale was not only the same 
in the income tax or upper range of incomes, but in the whole 
range of incomes; (2) owing to the rigidity of this distribution 
there is only one way to increase economic welfare, and that is 
by increasing production. There is no possibility of increasing 
the share of the poorer classes in the national income except in 
this way. In Pareto’s view welfare must grow more rapidly 
than population if a country’s minimum income is to be raised 
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or the inequality of incomes diminished. ‘The problem of 
improving the condition of the poorer classes is before everything 
else a problem of the production of wealth.” 1 The converse 
proposition is also held to be true: “‘ We may say generally that 
the increase of wealth relatively to population will produce either 
an increase in the minimum income, or a diminution of the 
inequality of incomes, or both these effects in combination.” 2 
In short, the income of the poorer classes in a country cannot be 
increased unless there is simultaneous increase in the income among 
all classes of the population. 

Lastly, it is to be noted that Pareto, in drawing his lines from 
the data which he had at his disposal, used the method of least 
squares. Since the actual data has to follow the line log N = 
log A — « log x as nearly as possible, the deviation of the data 
points from the line must be a minimum. The line of least squares 
is accordingly used. Pareto fitted up his lines by this method and 
therefore they came to be regarded as Pareto lines. It might 
be argued that empirical lines drawn so as to fit in points in the 
middle interval along the line are better than the least square 
lines, particularly when the central part is approximately linear 
as in the English statistics. In this inquiry I started by drawing 
empirical lines for the all India figures and for the provincial 
figures, but as most of the points near the middle interval were 
far from being linear and as a number of empirical lines could 
be selected in such circumstances, it was found impossible to 
fit in the data in this manner. Since the least square lines are 
mathematically the lines which will give the closest fit to the data 
and as Pareto himself fitted up the data by this method I have 
used the least square lines. There is indeed special merit in 
drawing the least square lines when other lines cannot be drawn, 
as in the case of the Indian statistics and when Pareto himself 
had used this method in establishing the correctness of his law. 


II 


Before proceeding to the detailed analysis of Indian income and 
super-tax returns it will be convenient to make one or two general 
criticisms of the so-called law which Pareto derived from an 
examination of income statistics of some countries in Europe. 
He stated, as we have seen, that the value of the slope of income 
distribution for all countries and at all times differed but little 

1 Cours d’économie politique (Lausanne, 2 vols., 1896-97), p. 408: quoted 


by Pigou. 
2 Ibid., p. 324: quoted by Pigou. 
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from 1-5. Nevertheless, this index of distribution varied on 
Pareto’s own showing from 1-24 (Basle, 1887) to 1-89 (Prussia, 
1852). Pareto observed, too, that the slope of the curve in the 
case of Prussia varied with the lapse of time. Pareto’s own data, 
therefore, do not justify his assertion in 1896 that the slope was 
almost constant. Ten years after the publication of his Cours 
he published his Manuale d’economia politica, and although 
still speaking of the law as true within certain limits he became 
less dogmatic in his statement of the law. ‘‘ Some persons would 
deduce from it a general law as to the only way in which the 
inequality of incomes can be diminished. But such a conclusion 
far transcends anything that can be derived from the premises. 
Empirical laws, like those with which we are here concerned, have 
little or no value outside the limits for which they were found 
experimentally to be true.” ? Thus in his later work he gave up 
the idea that existing distribution was inevitable and he was 
doubtful whether that portion of the curve below the income 
tax limit was of necessity similar for all countries and all times. 
The Pareto law cannot be extended to incomes below the tax 
exemption limit. The extension of logarithmic straight line would 
give the absurd conclusion of an infinite number of persons having 
incomes just above the zero amount. The maximum number of 
incomes is well above the zero amount and is finite, and beyond 
this income limit the number of incomes declines in successive 
intervals indefinitely. Pareto himself had realised this. Again, 
income tax data are merely the last part of the data of the income 
distribution in any country and, as such, are merely the tail-ends 
of a frequency curve. The tail-ends of most frequency curves 
are generally asymptotic, and therefore it would not be very sur- 
prising if the range of taxable incomes (which is the highest range 
in income distribution) becomes linear, if indeed it at all does. 
It would be, therefore, hazardous to draw conclusions as to the 
nature of the complete income curve from the mere tail-end. 
One who is accustomed to use graphs drawn on a natural scale 
might be inclined, at first blush, to say that the data points 
follow ‘“ the straight line law,’’ but when the double logarithmic 
scale is used, as is done by Pareto in plotting income tax returns, 
data of the incomes of large size subject to income tax and super 
tax and data of the number of income receivers are greatly com- 
pressed. In interpreting double logarithmic scales a very different 
standard as regards conformity must be insisted on than is 
appropriate to the interpretation of natural scale graphs where 
1 Milan, 1906. 2 Op. cit., p. 391. 
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bumps or curvatures are easily seen. This fact is very important, 
because if it is not a real “ straight line law ” it cannot be used 
as a test for finding evasion or the reverse, over-assessment. 
Moreover, it is common knowledge that economic conditions in 
different countries vary very considerably and there is no reason 
why income distribution should be similar for all countries. 
The income distribution of India, which is predominantly an 
agricultural country, is bound to be different from that of England, 
which is industrial. Changes in the distribution of income also 
take place in the same country from time to time. The impact 
of external forces such as war and the great increase in public 
expenditure, especially on the social services, have altered the 
distribution of income. 

Sir Josiah Stamp, in his Wealth and Taxable Capacity, recalls 
an interesting fact which had best be described in his own words : 
“In 1913, when the super-tax statistics were first published, 
following upon the introduction of that tax, they gave us for 
the first time an official statement about total incomes over a 
certain range. I was eager to apply the Pareto rule or formula 
that I had seen used for other countries to know how it compared 
with other figures. I annoyed my colleagues at the Revenue in 
charge of this administration very much by telling them that they 
had ‘ missed’ over 1,000 payers in the lowest class, £5,000 to 
£10,000, and they thought I should be much more usefully em- 
ployed in telling them who they were. However, they promptly 
went and found them, and now you will find that the £5,000 
fraternity ‘toe’ the Pareto line nicely. As a matter of fact, 
you frequently find that the Pareto test with any such set of 
income statistics drops off a little at the bottom. When I got 
to the £5,000 point, I thought it ought to have been on the line, 
but it was not. So, on the theory that in fact it really was there, 
I gave the number of missing incomes.” We have no record of 
such an experiment being repeated by Sir Josiah Stamp or by 
any other statistician elsewhere in the world. It is not clear 
whether the analysis was made by the method of least squares, as 
Pareto did, but Stamp seems to consider the law useful as a formula 
for interpolation and for finding evasions. It appears that Stamp 
would have found the persons evading income tax between 
£5,000 and £10,000 not because the so-called law was applicable 
to statistics of income, but to the fact that in the particular 
distribution of super-tax or sur-tax incomes analysed by him, 
it happened that almost all the points except the one corresponding 


1 P, 82, 
No. 180.—-voL. XLv. =x 
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to £5,000-£10,000 lay on a line. It was, therefore, only natural 
to conclude that the point should fall in with the rest of the points, 
and if it did not, there was something wrong with it. Stamp 
further states that “‘ The Pareto index is not a perfect measure 
of distribution, but it is simple and serves for this purpose. We 
have had from 1842 till recent years a classified tabulation of 
assessments on profits and salaries to which I have applied this 
test and found no evidence of any permanent material shifting 
in the proportions. We have also had at various intervals 
classification of house values—for example, the houses of £50 
in rental value increased in thirty years in about the same propor- 
tion as the population, and those of £80 rather less. Although 
the rich have become richer in one sense, I have not been able 
to find clear signs of increasing concentration of the total wealth 
in their hands.”” Stamp seems to believe that the law, quite 
apart from its being mathematically true for describing income 
distribution in a country, serves a useful purpose for interpolation 
and for finding evasions. It will, therefore, be necessary to 
examine the Indian data in detail to ascertain whether the law 
is at all applicable. 


III 


A detailed inquiry (which has taken some years to complete) 
was undertaken into Indian income and super-tax statistics in 
co-operation with the Mathematics Department of this College.1 
The income tax statistics for the years 1913-14 to 1917-18 and 
from 1923-24 to 1929-30 for British India and for each of the nine 
provinces of India for the years 1928-29 and 1929-30 were exam- 
ined. Super-tax data from 1923-24 to 1929-30 were also exam- 
ined. British India has a developed system of income tax and 
the results obtained, covering a large population, are perhaps of 
special interest. The income tax data fall into two periods, that 
from 1913-14 to 1917-18, roughly the war period, and the period 
1923-24 to 1929-30, the years when in efficiency the Income Tax 
Department was immensely strengthened. The Pareto lines were 
fitted to the data by the method of least squares. In the first 
period, 1913-14 to 1917-18, none of the points corresponding 
to the data lie on the Pareto line. Two of the lowest points lie 
below the line; three middle points above the line and the highest 
two points below the line. The second period can be conveniently 


1 T am indebted to Prof. S. M. Shah and other members of the Mathematics 
Staff, especially to Mr. D. M. Patel, B.Sc. (London), A.R.C.S., Lecturer in 
Mathematics, for his invaluable assistance in the preparation of the statistics. 
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divided into two groups, 1923-24 to 1926-27, and 1927-28 to 
1929-30. In the former group there are six income intervals as 
compared with seven intervals in the period 1913-14 to 1917-18. 
The difference is due to a raising of the income tax limit from 
Rs. 1,000 to Rs. 2,000. In the period 1927-28 to 1929-30 there 
are no fewer than fourteen income intervals. 

The general characteristics of the period 1927-28 to 1929-30, 
the most important period, because of its having the largest 
number of intervals and therefore of the number of observations 
or points on the curve, are as follows :—The four lowest points 
are below the Pareto line, the middle seven above the line, and 
the highest three below the line, except for 1927-28, where 
there are six points in the middle interval in place of seven as 
in other years and four in the highest interval instead of three. 
The characteristic to be deduced from this fact is that the points 
fall not erratically about the Pareto line, but arrange themselves 
into groups or sets about the line which makes the distribution 
of income something different from a linear distribution and is 
strongly suggestive of the fact that the Pareto line obtained 
is not in any sense the mathematical law of the data. This will 
be clear from the following graph for the year 1929-30. The 
graphs for the other years in this group are similar. 

It will be clearly seen from the graph that the points do not 
at all lie on the Pareto line, even allowing for the compression 
of the data on a double logarithmic scale, already referred to. 
In fact, the curve on which the points lie seems to be definitely 
parabolic, as Bowley has pointed out. The middle portion of 
the data is not linear and is concave towards both axes. The 
distribution thus does not follow the so-called Pareto law, as it 
is not even remotely linear and the middle points cannot be 
fitted up by any empirical line. 

The distribution of the points in the period 1913-14 to 1917-18 
is similar to the distributions given in Graph I. 

If this graph (Graph II) is examined along with Graph I 
it will be seen that the points corresponding to the various income 
intervals in Graph II align themselves exactly in the same way 
as they do in the first graph. For example, the point corres- 
ponding to Rs. 2,000 in both graphs is almost in the same 
position, viz. below the line; also the points corresponding to 
Rs. 5,000, Rs. 10,000, Rs. 20,000 are in both graphs in a similar 
position. The points corresponding to Rs. 30,000 and Rs. 40,000 
are also situated below the line in both cases. If the distribution 


1 It is of the form (a log a + blog N)? + 2g log2 + 2flogN +C=0. 
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in Graph I is parabolic, then the distribution in Graph II is also 
parabolic, although at first sight it might appear to be linear. 
It must also be noted that in the graph for 1917-18 there are 
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only half the number of income intervals or points, and this is 
apt to lead to an inaccurate idea of the distribution in 1917-18 
if it is not seen along with a distribution in which there are more 
observations. Both graphs must be examined together. In | 
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Graph II, if one were to draw an empirical line instead of a least 
square line, a line could be drawn passing through the interval 
Rs. 5,000 to Rs. 20,000 where there are only three points in the 
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middle interval. Can three points alone be taken as an index 
of the distribution of income as a whole, particularly when in 
Graph I there is a distribution in which there are a greater number 
of points in the middle interval and we know that these points 
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cannot be fitted by an empirical line? Graph II, therefore, 
is similar to Graph I, and the agreement of the points with the 
Pareto line is merely superficial. This will be better seen from 
Appendix I, where evasions are calculated assuming Pareto’s 
law as true. 
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Graph III for 1926-27 has only six points. The distribution 
of five of these points is, it will be seen, similar to the distribution in 
Graphs I and II, and therefore if the distribution in Graph I is 
not linear and that in Graph II is not linear, the distribution in 
Graph III is also not linear, although approximately at first sight 
it looks linear. This conclusion is also strengthened by the 
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analysis of the data with respect to evasions which are dealt 
with below. The final conclusion is that the points in all these 
graphs do not lie on a straight line and the deviations of the points 
from the line are too great to account for any inaccuracy of the 
data, as will be seen from the impossible evasion and over- 
taxation calculated in Appendix I, particularly for the period 
1927-28 to 1929-30. It is interesting to note that these results 
with regard to India are not dissimilar from those obtained by 
the National Bureau of Economic Research in the United States 
in regard to American Federal Income tax for the years 1914— 
1919. In this latter inquiry it was found that the Pareto lines 
which were fitted up by the method of least squares to the cumu- 
lative distribution of the income tax returns did not fit in with the 
data. It was found in the American data that the lowest points 
were below the line, the points in the middle interval above 
the line and those in the highest interval below the line again. 
The points thus did not flutter about the Pareto line~but formed 
sets or bunches which cut the line at small angles.! 

The super-tax data for the years 1923-24 to 1929-30 were 
also examined and the distribution of super-tax incomes plotted 
and fitted up by the Pareto lines. Super-tax statistics in most 
countries are more complete than those of income tax and there 
is less room for evasion. If, therefore, the Pareto law held good, 
most of the points would lie on the Pareto line, but, as will be 
seen from the sample Graphs IV and V below, this is not the 
case. 

The lowest points are above the line, the middle interval points 
are below the line, and the points in the highest interval are 
above the line. At first sight it would appear as if the super-tax 
distribution followed the Pareto line closely. But this is merely 
superficial when one remembers that (1) this is the final end of 
the income distribution curve; (2) the data are much compressed 
in a double logarithmic scale, and (3) the evasions calculated 
in Appendix II are impossibly high. 

The graphs for the provincial income tax data for the years 
1928-29 and 1929-30 were also plotted and the curves drawn. 


1 “The deviations of the data from the straight lines might be much less 
than they are and yet constitute extremely bad fits. The data points (even on 
a@ non-cumulative basis) do not flutter erratically from side to side of the fitted 
lines; they run smoothly, passing through the fitted line at small angles in the 
way that one curve cuts another. Now, in curve fitting, such a condition always 
strongly suggests that the particular mathematical curve used is not in any sense 
the ‘law’ of the data.’’ Income in the United States: Its Amount and Dis- 
tribution (1909-19), New York, National Bureau of Economic Research, 1922, 
Vol. II, p. 363. 
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The curves for Bombay were parabolic in the same way as the 
corresponding Graph I for 1929-30 for all India. The graphs 
of the other provinces were similar. The points in the lowest 
interval of income tax are below the line, those in the middle 
interval above the line but not in any way lying along a line. 
Those in the highest interval were again below the line and also 
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these graphs were similar, which is very important in the wide 
deviations of the points from the Least square line. Province 
data, therefore, do not fit in with Pareto line. In spite of the 
fact that the graphs appear to be similar in the distribution of 
points about the Pareto line, it will be seen from the analysis 
given in the appendices that the distributions are not identical. 
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There is a very large variation in the distribution index, 7.e. 
in the slope of the least square or Pareto lines in both income tax 
and super tax. We are, therefore, dealing with a different 
distribution of national income from year to year. The relative 
incomes of the poorer and richer classes do change with the 
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change in economic conditions in the different years under exam- 
ination. Pareto’s law in its most dogmatic form would require 
the constancy of the slope from year to year and from country 
to country, but, as already pointed out, Pareto had ultimately 
to recognise that constancy was impossible. The variations 
in the Indian income-tax and super-tax lines are striking, as will 
be seen from the following tables: 
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TaBLE I 
Slope of the Pareto Lines—Income Tax 


Year. Slope. Year. Slope. 
1913-14 1-45 1924-25 1-23 
1914-15 1-46 1925-26 1-22 
1915-16 1-46 1926-27 1-22 
1916-17 1-44 1927-28 1-47 
1917-18 1:39 1928-29 1-52 
1923-24 1-13 1929-30 | 1-48 
i 
TaBLE II 
Slope of the Pareto Lines—Super Tax 

Year. | Slope. Year. Slope. 
1923-24 1-01 1927-28 1-18 
1924-25 1-13 1928-29 1-14 
1925-26 1-12 1929-30 1-15 
1926-27 1-16 


The slope in Table I varies from 1-13 to 1-52 and in Table II 
from 1-01 to 1-18. Thus « is anything but constant in the case 
of income tax and even in super tax the slopes are not constant, 
and thus the distribution of income among super-tax payers 
cannot be said to be relatively constant. The value of the slope 
of the Pareto lines varies from province to province, as will 
be seen from the table below : 


TABLE IIT 

Slope of the Pareto Lines for Provinces—Income Tax 

Slope, Slope 

Province. 1928-29. | 1929-30. 

Central Provinces . ; ‘ 1-68 1-70 
United Provinces . 1-60 1-62 
Bihar and Orissa . A ‘ , 1-54 1-51 
Bombay : 1-40 1:39 
Bengal 1-32 1-34 
Burma 1-35 1-29 


It will be interesting to compare these results with those 
arrived at by the Bureau of Economic Research with regard to 
the American returns. The slope of the Pareto lines in the case 
of the United States is 1-56 for 1914, 1-42 for 1915, 1-42 for 1916, 
1-54 for 1917, 1-69 for 1918 and 1-73 for 1919. There is thus a 
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large variation in the index, the lowest being 1-42 and the highest 
1-73. The analysis of the data for 1915 and 1918 shows that the 
distributions of incomes for these years were entirely different. 
A further test of the accuracy or inaccuracy of the so-called 
Pareto law is to assume that the law is correct and to calculate 
for each income group for all the years analysed the extent of 
the evasion. Stamp, assuming the law to be true, found the 
number of missing incomes in super-tax incomes in the interval 
£5,000-£10,000. If it is possible to find such evasions in the 
case of India, the usefulness of the Pareto formula for this purpose, 
quite apart from its having any value as an interpolation or 
extrapolation formula, is clear. The difference between the 
number calculated from the Pareto law and the actual number 
is assumed to be the number evading income tax and super tax. 
if the Pareto formula is applicable. The results are given in the 
appendices and are striking. In the first of these tables there 
is generally for the years 1913-14 to 1917-18 evasion in the lowest 
intervals; over-taxation in the middle intervals; and in the 
highest range again there is evasion. The maximum evasion 
in this group, 19-2 per cent., occurs in the interval of Rs. 2,000- 
Rs. 5,000 for the year 1916-17, while the maximum over-taxa- 
tion, 31-6 per cent., also occurs in the same year in the interval 
Rs. 10,000-Rs. 20,000. To anyone acquainted with Indian income 
tax administration it is incredible that 32 persons out of every 
100 in the range of Rs. 10,000—Rs. 20,000 are over-assessed, as 
such an over-assessment would have given rise to appeals. Such 
appeals were rare. In the second group, viz. from 1923-24 
to 1929-30, we get similar interesting results. For the years 
1923-24 to 1925-26 there is evasion in the lowest interval, Rs. 
2,000—Rs. 5,000; over-assessment in the intervals Rs. 5,000- 
Rs. 20,000 and again evasion in the intervals Rs. 20,000- 
Rs. 40,000. For the years 1927-28 to 1929-30 there is evasion 
up to Rs. 5,000; over-assessment throughout the whole range 
of incomes from Rs. 7,500 upwards except in the highest interval, 
Rs. 40,000—-Rs. 50,000 for 1927-28, where there is 1-4 per cent. 
evasion. The maximum over-assessment in this group is 39 
per cent. in the interval Rs. 20,000—Rs. 25,000 for 1927-28, and 
the maximum evasion 47-5 per cent. in the interval Rs. 2,500- 
Rs. 3,000 in 1928-29. On account of the reorganisation of the 
Department in 1926-27 the administration of income tax was 
far more vigilant in 1928-29 than in any previous year. Never- 


1 Income in the United States: Its Amount and Distribution (1909-19), New 
York, National Bureau of Economic Research, 1922, Vol. II, pp. 366-67. 
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theless, the Pareto law, if true, would show a greater evasion in 
that year than in 1913-14, and evasion and over-assessment are 
greatest during the period 1927-28 to 1929-30, a strange com- 
mentary on the Pareto law. It is noticeable, too, that the extent 
and distribution of evasions and over-assessments differ in the 
various income intervals from year to year. In Appendix III 
the maximum evasion is as high as 59-9 per cent. in 1929-30 for 
incomes between Rs. 2,000 and Rs. 2,500 in Bihar and Orissa, and 
the minimum 17-8 per cent. is to be found in the same year and 
for the same income in Bombay. The maximum over-assessment 
is as much as 64-6 per cent. in Bihar and Orissa in the case of 
incomes between Rs. 10,000 and Rs. 12,500 for 1929-30. From an 
examination of the income tax data for the years 1913-14 to 1917- 
18 and 1923-24 to 1929-30 it appears that the Pareto formula 
will not be of use, mainly for the following reasons :— 


(1) The law gives considerable negative evasions (i.e. over- 
assessments) above Rs. 5,000 throughout the greater portion of 
the range of income tax assessment, which is absurd; and (2) 
the law gives greater evasion in the period 1927-28 to 1929-30 
than in the period 1913-14 to 1917-18, which is impossible in 
view of the far greater efficiency introduced in the period 1927-28 
to 1929-30 in income tax administration in India. In Appendix 
II the data of super tax show a maximum over-assessment of 
over 24-2 per cent. in the interval Rs. 44—Rs. 5 lakhs in 1923-24, 
and a maximum evasion of 30-6 per cent. in the interval Rs. 24- 
Rs. 3 lakhs in 1926-27. Can there be evasion to the extent 
of 30-6 per cent. in the super-tax assessment of British India 
to-day, and will there be over-taxation to the extent shown 
in Appendix II? The answer to this question by anyone ac- 
quainted with Indian income-tax administration and Indian 
conditions of assessment obtaining will be a very definite ‘‘ Im- 
possible.”” Even in the case of super-tax data, which have a 
closer fit to the Pareto lines than income-tax data, the evasions 
and over-assessments far transcend anything that could be in 
practice expected. 

(2) The‘non-cumulative distribution for the sample years 1917- 
18, 1926-27 and 1929-30 for which the graphs on a cumulative 
basis are given was plotted, and it was found that the distributions 
were far from linear; in fact the cumulative distributions for 
the years 1917-1918 to 1926-27, which appear to be linear at 
first sight (Graphs II and ITI), showed definite concave curvature 
throughout the range on a non-cumulative basis, thus dis- 
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proving Pareto’s Law. The super-tax data for 1929-30 were 
also plotted on a non-cumulative basis, and it showed hollows 
and bumps even in the middle interval, so that it also confirmed 
the mere superficiality of a closer approximation of the data to 
the Pareto line observed in Graphs (IV) and (V). In fact if the 


Pareto law as given in all treatises, i.e. NV = . is true with respect 


to cumulative distribution, a similar law should, as noted, hold 
good for the non-cumulative distribution. The non-cumulative 
distribution in both income tax and super tax for the years noted 
above, however, was not at all linear in any interval, and this 
further confirmed the results obtained on the cumulative basis 
that Pareto’s law did not hold. 


IV 


The conclusions after a detailed examination of the income- 
tax and super-tax statistics of British India and also of the 
provincial data in all provinces over a series of years are briefly 
these :— 


(i) The points of the income-tax data do not lie even 
roughly on a straight line, i.e. the Pareto line. This is true 
for the Indian income tax, super tax, as well as for the 
provincial data. In fact it will be observed that there is 
significant concave curvature in the All-India income tax, 
as, for example, in the graph for 1929-30. 

(ii) The non-cumulative distribution of income is de- 
finitely also not linear. 

(iii) The slopes vary from time to time both for income 
tax and super tax and the variation is large enough not to 
be negligible. The slopes vary considerably also from 
province to province. Indeed, Pareto himself realised in 
his later work that the slopes cannot remain constant. 

(iv) The evasions calculated are impossible, as they become 
very considerable and negative, indicating large over- 
assessment in a great part of income tax. 

(v) The interpolation or extrapolation within small 
limits of a formula is admissible when the formula fits in 
well with the data. The Pareto lines, as shown above, do 
not fit in with the data and cannot be used without serious 
error for interpolation or extrapolation purposes. If the 
so-called law does not apply to that portion of income which 
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is liable to income tax, it will much less apply to incomes 
which are outside that range. 

(vi) It may be argued that if the Pareto law cannot be 
applied to the corpus of Indian income statistics, it is due 
not to the inherent defects (if any) of the “‘ law ” but to the 
inaccuracies of the statistics examined. This plea cannot 
stand, as anyone intimately acquainted with income tax 
administration in India to-day could at once disprove the 
large evasions and over-taxation which, assuming the law 
to be true, I have obtained particularly with regard to the 
super-tax data. 


There is indeed no Pareto law. It is time that it should be 


entirely discarded in studies on the distribution of income. 


G. FrypLay SHIRRAS 


Gujarat College, 


University of Bombay. 


APPENDIX I 


Percentage of Evasions in All-India Income Tax. 


Note: -+ means evasion and — means over-assessment. 


1913-| 1914~| 1915—| 1916-| 1917-| 1923—| 1924—| 1925-| 1926- 
Of rupees) | 1914. | 1915. | 1916. | 1917. | 1918. | 1924. | 1925. | 1926. | 1927. 
25 
5-10. |-10-5 | 12-2 | |—17-7|—10-8|— 5-3|—11-4|— 83|— 85 

10-20. 9-2|— 9-2|—13-8|—12-3 

20-30. |+ 0-0/—14-6|—12-9|—18-4|— 7-0/4 5-5/4 5-5/4 3-3/— 2-2 

30-40. 1-9/4 95/4 43/+15-2/4 


Continued for the years 1927-30. 


Income grade (in 
thousands of rupees). 1927-1928. 1928-1929. 1929-1930. 
2-23 +35-3 +423 +39-1 
23-3 : +42-2 +47-5 +40-6 
3-3} : : +25:3 +32-0 +26-7 
74-10 —16-4 —14:-9 —22-4 
10-123 —36-5 —36-6 —38-3 
124-15 : : : —14-8 —13-7 —18-2 
15-20 : —28-6 —31-2 —35-3 
20-25 : —39-0 —37:3 —37-4 
25-30 —27-1 —29-8 —28-1 
40-50 + 1-4 — 93 —121 
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APPENDIX II 


Percentage of Evasions in All-India Super Tax. 


Note: -+ means evasion and — means over-assessment. 
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Income grade (in 1923— | 1924— | 1925- | 1926— | 1927— | 1928— | 1929- 

lakhs of rupees). 1924. | 1925. | 1926. | 1927. | 1928. | 1929. | 1930. 
4-1 —13-4| — — 65] — 7-9} — + — 3-1 
1-1} + + 2:2} — 19} — 06} — 5-0] — 81) —13-4 
1}-2 + 40] + 66) + 5-7) + 13] — 3-5| + +15-6 
2-24 +10-1) + 65) — 9:0) + 1:5] + 5:3) — 2-1} + 0-7 
24-3 — 40) — 7-7} + 1-2] +306} — 7-1) + 11) — 11 
3-34 +16-9 | + 3-2 | +11-7 | —21-7/ + 5-1} +159] + 9-4 
34-4 +29-6 | +29-2 | +23-9 | —11-6 0 | — 43] +16-7 
4-43 +24-4 | —22-9 | +29-9 | +30-3 | +12-1 | +17-1 | +11-1 
44-5 —24-2 0 — 38/ + 40/ + 0-0) —21-4 


APPENDIX III 


Percentage of Evasions in Provinces 
1929-30 


Note: -+ means evasion and — means over-assessment. 


Income grade (in i Bihar and 

thousands of rupees). Bombay. M ‘ Orissa. 
2-23 +17:8 +58-6 +59-9 
24-3 437-5 +45-6 +57-0 
3-34 +25-7 +29-6 +38-6 
34-5 +19-5 422-3 +24-0 
5-7} — 3-2 — 51 — 9-5 
74-10 — 9-2 —25-1 —23-9 
10-12} —35°8 —34-0 — 64-6 
124-15 — 31 —20-5 —17:8 
15-20 —20-9 —35-2 —41-7 
20-25 —36-8 —32-1 —36-7 
25-30 —13-7 —43-6 —18-0 
30-40 —15-3 —11-7 — 83 
40-50 —23-3 —32-4 —29-0 
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THE IMPUTATION OF ADVERTISING COSTS 


I. Tue theoretical treatment of advertisement may now be 
said to be rapidly approaching a position in which the authorities 
are in fundamental agreement. Consequently it is possible to 
summarise briefly the sort of analytical approach to the imputation 
of the advertising expenditure of an individual firm upon which 
agreement would be general for all practical purposes.!_ The 
definition of advertisement, or selling costs, is arrived at in a quite 
arbitrary manner, taking as the “‘ basic product ’”’ a good in a 
finished and consumable state, preferably the product of one source, 
so that for short periods a cost of production curve, characterised 
by the pertinent indivisibilities, can be drawn for it. From this 
basis one proceeds to investigate the relation between this cost of 
production curve and the net revenue curve obtained by (a) offer- 
ing the product for sale at different prices, (b) purchasing, or 
producing, and giving away with it different combinations of 
goods and services at each price. Some of these may be offered 
in fixed proportions with the product, 7.e. fancy wrappings, and 


1 There are two alternative methods of approach to the subject. The first 
is that of Knight (Risk, Uncertainty and Profit, p. 157): ‘‘ The increase of value 
through advertising, whether informative or merely persuasive, is quite parallel 
to any other form of production or ‘ creation of utilities.’ ’’ 

The second may be illustrated by a quotation from Baster (Advertising 
Reconsidered, p. 70): ‘‘ The first conclusion furnished by our analysis of adver- 
tising costs is therefore that they are like other costs in their origin, but for the 
major part most unlike in their effects . . . the profits which emerge from the 
first sort of expenditure are a measure of the success with which the business 
man has adapted the resources he controls to the needs of the community of 
purchasers, whereas the profits from the second sort are usually a reward for 
distorting the productive machine to the extent that it now meets the ‘ apparent ’ 
needs of the community instead of the ‘ real’ needs.’’ Unfortunately it is clear 
by now that the real baby has disappeared with the apparent bath-water, as we 
have no means of ascertaining what the real needs of the community may be. 

The late Mrs. Braithwaite (‘“‘The Economic Effects of Advertisement,” 
Economic JourNAL, March 1928) adopted a position very similar to that of 
Knight. ‘‘ Now advertising expenditure . . . aims at increasing sales by affect- 
ing the mind of the consumer. By various appeals it induces him to change his 
subjective valuation of the commodity. Thus the marginal utility of the com- 
modity is increased and the demand curve raised.’’ This appears to be the only 
logically satisfactory way of handling problems of advertisement, treating them 
as cases of the joint supply of the commodity concerned with what Mrs. Braith- 
waite called “‘ reputation.’’ It is the method employed by the present writer 
on other occasions, and Chamberlin (Theory of Monopolistic Competition, p. 123) 
adopts a definition of selling costs which falls very closely into line. 
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these will tend to be incorporated with the product at the source, 
even if they are not manufactured there: thus they will not be 
entirely without effect on the cost of production curve. Others, 
i.e. “reputation” or “ prestige,” will be purchased from the 
manufacturers (the advertising agencies), whose services may be 
assumed to be in perfectly elastic supply to all competing in- 
dustries : this type will not tend to be offered in fixed proportions 
and will have no effect on the cost of production of the basic 
product except in so far as it enables economies of scale to be 
exploited. 

The effect of advertisement upon prices depends upon its 
effect upon the elasticity of the demand (or rather sales) curve 
which is obtained with its assistance, relatively to the elasticity 
of the demand curve without advertisement and the elasticity of 
the supply curve. It is not possible, however, to apply the 
mechanism which Mrs. Robinson ' has perfected in order to as- 
certain whether prices will rise or fall when demand is increased, 
to the situation thus created. The reasons are as follows. 

Let a demand, or “sales,” curve be drawn, embodying all 
the preceding conditions, together with the further assumption 
that at each price the firm continues to advertise until the net 
revenue derivable from advertisement, at that price, becomes 
relatively unprofitable, 7.e. up to the point at which it would be 
equally profitable to change to another price with appropriate 
advertisement. Thus this curve shows what quantity the firm 
will sell at any given price; it also shows what price the firm will 
obtain for any given quantity offered. But the relation between 
this sales curve and the supply curve of the firm does not deter- 
mine what the most profitable combination of price, output and 
advertisement will be, because the former shows only the gross 
revenue of the firm, from which the cost of advertisement must 
be subtracted in order to ascertain the profitability of any 
position. This is given by the relation between the net revenue 
curve, showing what will be the net income of the firm from com- 
bining the most profitable amount of advertising with the most 
profitable price for each volume of output, and the cost of produc- 
tion curve. This curve shows what the most profitable output 
will be, but does not indicate what price that output will fetch, 
as its ordinates measure only net revenue. 

Therefore, in order to discuss the effect of increased demand, 
which has been invoked by advertisement, upon price, it is neces- 
sary to know the relation between the demand curve without 


1 Economics of Imperfect Competition, Book III. 
No. 180,—voL, XLy. 
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advertisement, the net revenue curve with advertisement (in- 
dicating the most profitable output) and the gross revenue, or 
sales, curve (indicating the price at which that output will be 
advertised and sold). These relationships have been illustrated 
elsewhere! by the present writer, by means of some somewhat 
inelegant amateur geometry which it is not proposed to reproduce ; 
they depend upon the rate at which the yield of advertisement 
declines at any given price, and the rate of change of this rate of 
decline over the whole range of price. The result may equally 
well be to raise or lower prices; this depends upon the elasticity 
of the net revenue curve relative to the cost of production curve 
in the first place. If the new output, resulting from advertise- 
ment, is greater than the original one it is possible that prices may 
fall. Clearly if the output is reduced after advertisement this is 
extremely improbable, even if the marginal cost of production was 
originally rising, because the price charged now has to cover the 
cost of advertisement. If, then, the new output exceeds the old, 
prices will tend to fall if the rate of decline of the yield of advertise- 
ment decreases at each successive falling price to a sufficient ex- 
tent, z.e. if the profitability of advertisement increases enough as 
prices are reduced. As it appears reasonable to suppose that 
on the whole the relative effectiveness of advertisement will be 
greater at lower than at higher prices (though, as Lerner ? points 
out, this is not necessarily the case), one would expect that in the 
majority of cases the sales curve resulting from advertisement 
would tend to exhibit a greater degree of convexity to the origin 
than the demand curve from which it is derived. But, as should 
be clear from the preceding argument, one cannot draw conclusions 
concerning profitability from a curve from which advertising 
expenses have to be deducted—a point which appears to be 
frequently overlooked by the professional apologists of the 
advertising profession. The increase in elasticity of the sales 
curve with advertisement must be sufficiently great to compensate 
for the cost of advertising, if it is to lead to lower prices. 

II. The theoretical treatment of advertising in the preceding 
section provides a basis from which it may prove possible to de- 
velop a technique capable of effective employment in investigating 
the effect of advertisement upon prices in the last few years. 
Before producing the available data for such an investigation, 


1 “ Advertising Costs and Equilibrium,” Review of Economic Studies, Nov. 
1934, Also, ‘‘ Discontinuous Demand Curves and Monopolistic Competition,” 
Quarterly Journal of Economics, May 1935. 

2 “Concept of Monopoly and the Measurement of Monopoly Power,” Review 
of Economic Studies, June 1934. 
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however, it is necessary to devote some time to a very grave mis- 
giving which has probably been forming in the mind of the reader. 
The previous section commenced by laying down conditions of 
such strictness concerning the definiteness of the structure of 
the scales of preference and the perfection of the information at 
the disposal of the entrepreneur, that it is extremely improbable 
that they would ever be met with in the real world. It then 
proceeded to develop an argument of which the turning-point was 
the awareness of the entrepreneur of the exact rate at which the 
yield of expenditure upon advertisement declined at any price, 
and of the exact point at which that decline would render a change 
of price (with appropriate expenditure upon advertisement) more 
profitable. Similar assumptions, concerning price movements 
and costing, are, of course, fundamental to economic science, and 
the general body of theory is in no way invalidated by the obvious 
fact that exact costing on the one hand, and exact measurement of 
the results of price changes on the other, are not normally possible 
to the entrepreneur. 

The imputation of advertising costs presents greater difficulties 
than those connected either with alterations in the technique of 
production or with changes in price. Given an efficient costing 
system the former can be carried to a high degree of precision, 
while the latter, if measured against a correctly drawn background 
of contemporary economic data, can be estimated with sufficient 
accuracy to form a reliable guide to commercial policy. Adver- 
tisement, however, presents peculiar difficulties to the entre- 
preneur who seeks to estimate the return from his outlay: these 
difficulties may be resolved roughly into three groups—those 
arising from the ignorance of the advertiser as to where those 
consumers lie who are just outside his market, those arising from 
the time lag between outlay and return, and those arising from the 
fact that for the most part advertisement is conducted through the 
medium of specialised agencies. The first of these groups is 
treated very adequately by Chamberlin.! “ The truth is that an 
advertisement is not limited in its effects to those consuming other 
varieties of the same general class of goods. It is not even true 
that there is less resistance to be broken down by addressing the 
advertising appeal to consumers using other varieties of the same 
general class of product. . . . Furthermore, new uses for a product 
may be suggested which will induce greater consumption generally, 
and, by skilful suggestion, draw a large share of the increase to the 
advertised commodity. The best policy would depend upon the 


1 Op. cit., pp. 128-9. 9 
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nature of the ‘ potential’ market. It is, indeed, conceivable 
that the advertiser’s market should be increased entirely at the 
expense of his nearest competitors. But it is much more likely 
that the increase will be only partially or not at all at their ex- 
pense.”” One may also note a letter, recently quoted in the 
Advertising World, in which the managing director of a large 
fountain-pen company complained bitterly that his rivals were 
leaving the whole of the advertisement of fountain pens in England 
to himself. 

Another aspect of this uncertainty, however, is even more 
important, to wit, the risk which the advertiser may incur through 
provoking retaliation from some powerful competitor whose 
territory he has unwittingly invaded. Almost every statistical 
record of an industry’s joint expenditure upon advertisement 
exhibits periods of extraordinary activity which can be usually 
traced to an “ advertising war’”’ which often seems, upon in- 
vestigation, to have resulted from the launching of a new product 
not obviously in competition with the one which found its sales 
depleted and commenced to retaliate. This sort of thing renders 
any attempt at statistical analysis of advertising expenditure in 
connection with either prices or sales a very precarious business : 
the mistake of one entrepreneur in price or advertising policy may 
involve the whole industry (or rather “‘ complex of competing 
producers ’’) in losses. All may increase their advertisement as a 
means of minimising their losses, the sales of all may increase by 
drawing some custom away from other industries, but do so 
insufficiently to recoup them for their increased expenditure. In 
such cases the correlation between sales and advertisement can 
be extremely misleading, as both the records of the individual 
firms and of the industry show an increased expenditure upon 
advertising which accompanies an increase in sales, but which was 
not deliberately embarked upon in order to enlarge their sales 
by the amount shown, as a paying proposition, but in order to 
protect the market of each from the advertisement of the others. 
Ultimately, of course, just as every product is a partial substitute 
for any other, every piece of advertisement is a possible encroach- 
ment upon somebody’s market. 

The second group of difficulties, those connected with the time 
lag between outlay and return, cannot be separated from the 
question of how far expenditure upon advertisement is divisible. 
It is the common conviction of all writers upon the practice of 
advertisement that unless enough is spent to ‘“‘ make a good show,” 
and unless the good show is kept up long enough to make an 
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impression on the public memory, advertising appropriations tend 
to be wasted. The minimum sum is, of course, determined by 
the size of the potential market; the length of the minimum 
period over which expenditure must be maintained appears, 
however, to be considerable. F.W. Taylor ? quotes the managing 
director of Carreras as saying, ‘‘ Sums like £5,000 and £10,000 are 
less than a mere bagatelle in the buying of newspaper space for 
anything like a worth-while campaign directed even to winning a 
foothold in the market for cigarettes. New-comers to national 
advertising must realise that they must not expect it to pay for 
the first two years.”’ Sir. L Weaver,” in the course of an article 
on the scheme for the advertisement of coal gas promoted by the 
British Commercial Gas Association, is in substantial agreement, 
although speaking from experience gained in the advertisement of 
a very different commodity. ‘“‘ Experience shows that a co- 
operative campaign on a very restricted scale is waste of money. 
. . . It is reasonable to budget for a campaign of not less than 
three years, and to provide for its annual increase in the pro- 
portion, for these years, of 2: 3: 4 as an ideal, but in any case of 
not less than 2:3:3. I know of no co-operative campaign that 
has been conducted competently and with vision that has ceased 
after three years, and that is as long as the organisers need be 
asked to look forward. . . . The agents cannot hope to see any 
return on their first year’s work, which must inevitably be con- 
ducted at a loss.” 

If the period needed to impress the public mind by means 
of advertisement is so long, it is difficult to know where to place 
the costs of an advertising campaign. Clearly in the case of a 
new firm entering the market, and preparing its path by in- 
troductory advertisement, the cost of this introduction should be 
placed among the sunk costs of the firm, and cannot enter into 
prime cost. Similarly, if a firm already in existence plans to 
extend its activities from serving a local market to serving a 
national one, the interest upon the money spent in assisting to 
effect the transition is as much a part of the new fixed costs of the 
firm as are the interest charges upon the enlarged productive plant. 
But if, when the new firms, or the enlarged firm, are in operation 
at what is now their normal scale, they vary their advertisement 
from time to time, it is difficult to be quite sure how to place the 
increased expenditure, or to know over what period of time to 
expect results attributable to the increased expenditure. 


1 The Economics of Advertisement, p. 217. 
2 Advertising World, May 1927. 
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It is probable that fairly steady advertisement, continuing 
after the normal scale of production of the firm has been reached, 
should be considered a part of prime cost—as a necessary part of 
the expenditure specific to producing and selling a given output. 
It will thus enter into the marginal net revenue curve determining 
output, albeit as a minus quantity. But any considerable changes 
in advertisement, as it is not probable that their full results will 
become manifest until some time after they have taken place, 
cannot be regarded as prime cost to be measured against current 
sales. Indeed, if a sufficiently short period be taken, they fall 
into the category of sunk costs. It seems, therefore, that there 
are two distinct ways of treating them, either of which is equally 
likely to appear in practice: they may be spread out over the 
period in the course of which it appears reasonable to suppose 
that their effect will become exhausted, adding interest to the 
dwindling principle, or, alternatively, they may be treated as sunk 
cost and the interest upon them added to the fixed costs of the 
firm. It is evident that the adoption of either one of these two 
methods would give a very different version of the profitability of 
an advertising campaign from that resulting from the employ- 
ment of the other. The more usual accounting practice appears 
to consist of some variation upon the former method, and is 
probably the more correct. The diversity of practice is, however, 
very great, and Cherrington,! whose work in this field won the 
commendation of Marshall, puts the position very clearly. 

“* At one extreme we have firms who contend that since ad- 
vertising results cannot be shown separately on the books, the 
only safe treatment is to handle all advertising outlay as if it were 
a dead loss. Again, we find those who contend that an advertised 
product is already partly sold, and that . . . advertising outlay 
should be treated as selling expense. And yet again we find those 
who believe that the effects of advertising are mainly on the value 
of the product in trade, and that therefore these expenses belong 
among production costs. And still others believe in treating these 
outlays as of the nature of an investment.” This confusion 
obviously is a factor tending to minimise the value of any statisti- 
cal analysis of advertisement; unless one is aware over what 
period the return from an increased outlay is to be expected, 
the correlation of sales with advertising expenses can produce the 
most misleading results. This difficulty is, of course, only the 
reflection of the real problem of the entrepreneur. 

The third group of difficulties arises out of the fact that the 

1 Advertising as a Business Force, p. 171. 
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vast bulk of advertisement is carried out through the intermediary 
of specialised agencies, which are quite naturally interested in 
persuading the entrepreneur to spend the maximum upon adver- 
tisement, and whose stock-in-trade consists of an exhaustive 
knowledge of the technique of persuasion. The probable result 
of this is hinted at by Baster! when he says, “If advertising 
agents mislead their clients by the same means as they mislead 
consumers, which seems not unlikely, business men will carry their 
advertising expenditure past the point at which it ceases to be 
profitable.” The obvious comment which one is tempted to 
make concerning this argument is that all the firms supplying 
goods or services to the firm in question are attempting to maxi- 
mise their sales to it, and are themselves employing skilled ad- 
vertising agents to that end. And it may further be observed 
that if the persuasiveness of the advertising agent is sufficiently 
great to influence the hard-headed business man to employ him 
extensively, it will necessarily be adequate to the task of selling a 
proportionate quantity of his wares to the less hard-headed 
public. 

But this is not quite right. If an enterprising oil-merchant 
persuades firm A to buy more engine oil than it needs, the only 
effect upon firm A is that for a time capital is tied up unremunera- 
tively in excess stores, and the effect upon its rival, firm B, is 
nothing at all. If, however, firm A spends too much upon 
advertisement, 7.e. proceeds upon the assumption that the success 
of an advertising campaign on its part will have no effect upon 
the conduct of its rivals, the effect upon firm B will almost cer- 
tainly be such that it will retaliate with an advertising campaign 
of its own. This is the assumption which Chamberlin ? employs 
as the basis of his section on “‘ Selling Costs and the Theory of 
Value: Group Equilibrium,” and as it isthere advanced the present 
writer has elsewhere criticised it, on the grounds that it does 
not appear reasonable to assume that an entrepreneur can know 
his market sufficiently well to be aware of what the return to him 
from an advertising campaign would be, on the assumption that 
the selling costs of his competitors remained unchanged, without 
at the same time having a pretty shrewd idea of how far they 
were likely to change when his own changed. It now seems, 
however, that an explanation for the frequency of this sort of 
conduct is forthcoming, in the presence of an interested party, 
and to the extent to which credence is given to this explanation 


1 Op. cit., p. 86 n. 
2 Op. cit., pp. 149-70. 
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one must view with scepticism the defence which Taylor! 
advances for the ‘‘ market research ”’ activities of the advertising 
agencies. 

The situation seems to be that if only one firm in an industry 
allows itself to be persuaded to over-advertise, a general increase 
in the scale of advertisement must become universal. The ad- 
vertising industry thus appears to enjoy what may be called 
“‘ external economies ”’ to an extent which is only equalled by the 
armament industries; an increase in the business of one agency 
almost inevitably leads to an increase in demand for the services 
of all the rest. In these circumstances it is not unreasonable to 
suppose that the existence of specialised firms whose profits depend 
upon the amount of advertisement they can persuade their clients 
to undertake, and whose profession it is to persuade, is a factor 
making for increased difficulty in the already complicated task of 
imputing returns to expenditure upon advertisement. 

The preceding catalogue of the difficulties of imputation, 
with its rough threefold division, seems to leave it well within the 
limits of probability that a considerable proportion of the re- 
sources devoted to advertisement is wasted (quite apart from the 
application of any “ social” criterion) in the sense that it does 
not lead to a sufficient increase in sales to pay for itself. How 
far is it possible for statistical investigation to answer this question ? 
The data needed for any really satisfactory investigation would be 
very full, and its results would not be very certain, but they 
might lead to some indication of the degree to which the theoretical 
treatment of advertisement in relation to prices indicated in 
the previous section are applicable to the real world. 

For purposes of such an ideal investigation it would be necessary 
to have figures of sales and advertising expenditure both for 
individual firms and for industries as a whole. If, for an industry 
as a whole, an increase in advertisement was accompanied by an 
increase in sales, there would be a presupposition in favour of 
the view that advertisement was profitable to the typical firm 
in the industry. But if, as in the hypothetical case cited earlier, 
the misguided advertisement of one firm had led to a general 
extension of retaliatory advertisement involving the industry 
in general losses, but transferring some new custom to the in- 
dustry, these data are not enough. They require to be reinforced 
by a record of profits: if, when the industry as a whole increases 
its advertisement, its profits also increase, it is fairly safe to take 
an optimistic view of the results of advertisement for that industry 

1 Op. cit. 
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—although the mere co-existence of increased profits and increased 
advertisement is no evidence of causal connection. It is possible 
in such a case that had less been spent upon advertisement (with 
or without following a different policy of price or product varia- 
tion), profits might have been still greater; it is also possible and 
indeed probable that the effect of the general cyclical movement, 
or a secular change specific to the industry, may have inflated 
profits and advertisement together. The former of these two 
disturbing factors may be eliminated by measuring changes in 
profits against some comparable general average, and changes in 
advertisement against an index of total expenditure thereupon. 
The latter cannot, and indeed should not be eliminated, as there 
is no way of ascertaining if the secular change was or was not the 
result of advertisement. In a general sense, however, it is 
probably true that if the profits of any one industry are increasing 
faster than profits in general at the same time that advertisement 
in that industry is increasing more rapidly than advertisement in 
other industries, advertisement is ‘‘ productive ’’ for the normal 
firm in the industry. This implies that the normal firm can be 
fairly certain about the results of its expenditure upon advertise- 
ment and is unlikely to spend more than is profitable for itself 
considered alone, or, which is another aspect of the same thing, 
is unlikely to start an advertising “‘ war” in which the profits 
of all firms in the industry would diminish. On the contrary, 
if increases in advertisement in an industry are accompanied by a 
simultaneous fall in profits throughout the industry (even if 
sales increase), it is probable that the difficulty of imputing ad- 
vertising costs has not been solved by the normal firm. 

There is one exception to this argument which is of some 
importance. If one or more firms in the industry are rapidly 
growing at the expense of others, then as their profits, sales, and 
advertisement increase together, sales and profits of others will 
diminish; but it is quite possible, even if the imputation of 
advertising costs is perfect, that the outlay of the losers may go 
up as a means of minimising their losses. Thus the industry 
may show a relative fall in profits (if the losers are making heavy 
losses) accompanied by an increase in advertisement, which pays 
the expanding firms, because it is the cheapest way of accelerating 
their expansion, and pays the firms whose markets are shrinking, 
because it is the most effective method of minimising their 
inevitable losses. If the Marshallian hypothesis can be accepted 
and this movement upwards and downwards can be assumed to 
be fairly steady, then the effect of growth and decline will be 
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approximately the same in all industries, and may be overlooked. 
It should be noted, however, that this will only be the case if it is 
possible to handle large groups of firms at the same time. In 
cases where an industry under consideration consisted of a 
comparatively small number of large firms it would be necessary 
to have some acquaintance with the history of each firm before 
attempting to interpret the statistics. 

With these provisos in mind it is possible to attempt to 
interpret such data as are available for the last few years with a 
view to ascertaining whether advertisement was or was not on 
the whole a “ paying proposition.” 


Association of Increased and Decreased Advertisement with 
Increased and Decreased Profits. 
Years ending in 1933 and 1934. 


Description. Positive. | Negative. 
104 Miscellaneous Companies . 57 47 
14 Companies producing motor- cars . : 10 4 
11 Companies producing articles of clothing ‘ . 3 8 
9 Breweries, Distilleries and Wine Merchants . 7 2 
6 Companies producing boots and shoes 4 2 
3 1 


4 Companies producing furniture . 


II 
As above ; 83 selected Companies classified according to 
Expenditure upon Advertisement. 


Expenditure. Positive. | Negative. 
8 + £100,000 : : 7 1 
12 £100-£50,000. 4 : 7 5 
34 — £10,000 : : . 15 19 


The main piece of evidence concerning the relation between 
press advertisement and profits is derived from a comparison 
between the record of press advertising in the Statistical Review of 
Press Advertising and the profit records of a number of firms over 
a period extending from the third quarter of 1932 to the present 
day. The extent of the information available, however, is far less 
than might beexpected. In the first place, of the several thousand 
companies quoted in the Review, only 104 satisfy the double 
criterion of being quoted throughout all the quarterly records 
of the Review, and being public companies whose profits are 
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available in a suitable form. Moreover, expenditure upon 
advertisement is classified in the Review according to the product 
classified, and it is possible, in the absence of a complete know- 
ledge of the whole range of products of all the firms, to make 
grave mistakes concerning the degree to which the expenditure 
quoted represents the total expenditure of the firm. It is be- 
lieved that this difficulty has been satisfactorily overcome in 
the case of the whole of these 104 firms. The two years under 
comparison, 1932-33 and 1933-34, are not quite identical in the 
case of all the firms concerned owing to the different dates on 
which their financial years end: in general the period covered 
coincides with that of commencing industrial recovery. Thus, 
in the preliminary examination which follows, in view of the 
general advance in profits during the period, where profits have 
remained unchanged they are considered to have diminished. 

Table I gives the association between movements in advertising 
and in profits for the two years: of the 104, 71 increased their 
profits during the period, and of these 40 increased and 31 de- 
creased their expenditure upon advertisement. Of the 33 whose 
profits decreased during the period, 17 decreased and 16 increased 
their advertisement. Of the 56 which increased their advertise- 
ment, therefore, 40 increased their profits, and of the 48 which 
decreased their advertisement, 31 increased their profits. 

Separating off industrial groups we find that of 14 companies 
producing motor-cars, 13 increased their profits, and of these 
nine increased their advertisement. In 10 cases advertisement 
and profits moved together; in four cases, in all of which ad- 
vertisement diminished, they did not. Of 11 companies producing 
various forms of clothing, seven increased their profits, and of 
these six decreased their advertisement. Of nine breweries, 
distilleries and wine merchants, eight increased their profits, 
and of these seven increased their advertisement. In the case 
ot six boot and shoe companies, three of the four who increased 
their profits increased their advertisement, and in the case of the 
four furniture companies all increased their advertisement and 
three increased their profits. 

From this table and the preceding rough analysis it appears 
that there is no association whatsoever between movements in 
profits and in advertisement. Taking all the companies together, 
association is completely absent, and even in those groups such as 
the motor industry, where some degree of association appears to 
exist, the smallness of the group invalidates the conclusion. 

It is of interest at this stage to reclassify the companies accord- 
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ing to their actual expenditure : for this purpose it is necessary 
to exercise a rather more rigorous method of selection than for 
movements in advertising expenditure. Eighty-three of the 
companies survive this process of selection and appear in Table IT. 
The general impression which one derives from this table is that 
there appears to be some justification for the often repeated argu- 
ment of the advertising profession, that failure in advertisement 
usually results from defect from, rather than excess of, the 
optimum expenditure. It also leads one to believe that the value 
of mere reiteration as a means of making advertisement effective, 
reputed to have been the discovery of Bonner, the publisher of 
the New York Ledger, remains greater than the exponents of 
“ scientific ’’ advertisement are prepared to admit. 

The next step is to make a somewhat more intimate comparison 
between the advertising expenditure and profits of each of the 
firms concerned. As we have seen, the ideal method to estimate 
the profitability of advertisement would be to compare changes in 
prices, in sales, and in advertisement against a background of 
prevailing economic conditions with the record of the price and 
advertisement policy of the closest rivals of each of the firms 
concerned depicted, as it were, in the middle distance. Unfortu- 
nately all that is available is the record of profits and advertise- 
ment for 82 firms. In order to relate these, in each case, to the 
resources of the firms concerned, both are expressed in the calcula- 
tions which form the basis of the succeeding tables as percentages 
of the total assets of the firm in the year ending 1934. This datum, 
although less relevant to the matter in hand than the firm’s 
turnover, which in almost all cases is unobtainable, is perhaps a 
safer indication of the scale of the firm’s activities than any other 
of the limited number available. In some cases, where pro- 
longed depression has led to a writing down of values, it has 
become unreliable, but in all cases where this appeared to have 
been the case the firm has been eliminated from the record. 
Table III gives the correlation between the profits and the 
advertising expenditure of the firms in 1932-33, both being ex- 
pressed as a percentage of the total assets of the firm, and the 
correlation between movements in profits and advertisement 
between 1932-33 and 1933-34 on the same basis. 

The result of these correlation tables is to confirm the con- 
clusion derived from the association tables. In the case of all 
the firms taken together, when the totals of profit and advertise- 
ment are compared for 1932-33 one would expect the different 
marketing problems in different industries to lead, as they 
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TaBLE III 
Correlation between Advertising Expenditure and Profits. 
Press Advertising 
and Profits in 1933, Difto, Movements 
Group of Firms. both expressed as — ry 
% of 1934, also as % 
4 of Assets of fA 
the Firm. 
82 Miscellaneous . — +04 
9 Motor firms 46 + + 
6 Boot and shoe firms . 30 27 
6 Textile firms 64 + -17 — -41 + -23 
5 Breweries, etc. — -02 — +35 + -26 
5 Firms producing medicated foods +22 — 664-17 
4 Furniture firms — 31 23 
4 Tailoring firms . “44 +. -26 80 + +12 
7 Firms spending on adv ertisement 
+ £100,000 . “OL +145 18 
31 Firms spending _ £10, 000° 31 — 12 


obviously do, to an absence of correlation. But even in this case 
one would expect some correlation in the movement of advertise- 
ment and profits over the two years in view of the general ex- 
pansion of profits (see Table IV). The reverse, however, is the 
case: evidence of correlation is even weaker in column 2. In 
only one case, that of the movements of profit and advertisement 
in tailoring, is even the very weakest evidence of correlation 
apparent, and this must be discounted on account of the smallness 
of the group. It appears, therefore, that if press advertising can 
be relied upon as any indication, and if movement during a 
period of moderate recovery is in any way representative, there 
is absolutely no connection between advertisement and profits. 

Table IV, although not strictly relevant to the problem, is 
appended as a matter of general interest: it shows clearly the 
divergent policy of different industries concerning their expenditure 
upon press advertisement. 

III. It appears probable from the evidence of the preceding 
section that the effect of advertisement is very similar to that 
suggested by Chamberlin.t ‘“‘ Wherever price competition 
functions imperfectly, then, it seems likely that advertising 
diminishes the discrepancy between the actual and the most 
efficient scale of production. But total costs and prices are higher. 
Selling costs per unit are greater than the decrease in production 
costs. The resources expended to achieve this result are there- 
fore greater than those saved by achieving it. And, of course, 
the balance of excess capacity remains.” He arrives at this 
conclusion by assuming that faulty judgments on the part of 

1 Op. cit., p. 172. 
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TABLE IV 


Comparison of Average Profits with Average Expenditure upon Press 
Advertising ; both expressed as % of the Assets of the Firm. 


Profits and Changes in Profits 
Advertisement j|jand Advertisement 
Group of Firms. in 1933. 1933-34. 
ie A P. A 
82 Miscellaneous 10-3 4-1 2:8 0-0 
9 Motor firms : 13-3 3-1 3:8 — 6 
6 Boot and shoe firms 71 1:35 11 2 
6 Textile firms 9-55 3-1 2-0 —°5 
5 Breweries, etc. 18-1 2-0 8-8 4 
5 Firms producing medicated foods 8-6 54 0-0 3 
4 Furniture firms 4-3 13-1 4-1 1-7 
4 Tailoring firms . 31 ‘7 — 05 
7 Firms spending on advertisement 
+ £100,000 9-9 1-6 3 
31 Firms spending _ - £10, 000 7-2 1-0 2-9 0-0 


oligopolists, concerning the effect of their own advertisement 
upon the advertising policy of their rivals, led to a steady bidding 
up of selling costs, until only those firms can survive which are 
operating upon a scale sufficient to enjoy those economies which 
obtain in the immediate vicinity of what would be the optimum 
scale of production under perfect competition. Thus cost of 
production will be almost, or quite, as low as, under perfect 
competition, selling cost will be high, and while the price may be 
greater or less than under imperfect competition without advertisc- 
ment, the cost of advertisement will absorb the difference between 
it and the cost of production. 

Now, if it is impossible to establish any correlation either 
between the scale of advertisement and that of profits, or between 
changes in the former and in the latter, it certainly appears 
that the advertising agency is playing the part assigned to it, as 
a hypothesis, in the earlier part of Section IL: it is reinforcing 
what seemed to be the weakest link in Chamberlin’s chain of 
argument, confirming large monopolies in their position, and at the 
same time causing their costs to equal their revenue. One may 
note, in passing, that most of the economies of scale in advertise- 
ment catalogued by Chamberlin will be rendered available to the 
small advertiser by the employment of an agency; thus there will 
be no such cumulative rate of growth, on the part of the most 
immediately successful, as would lead to complete monopoly.! 


1 This statement needs an obvious qualification. The services of a specialised 
agency may enable the small firm to spend what it has to spend with as much 
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Indeed movement towards production at, or near, the optimum 
scale of production will be slower, on the whole, the more nearly 
the efficiency of advertisement is equal to all its employers. 

Is it possible to produce any further evidence in favour of 
this conclusion? Owing to the courtesy of the London Press 
Exchange, records of the advertising expenditure of eighteen 
firms are available since 1927. Only four of them, unfortunately, 
are public companies with published profits, but in none of the 
four cases is the slightest correlation apparent between advertising 
outlay and profits. Thus these, at least, conform to the pattern 
set by the result obtained by analysing the returns from our 104 
companies; the correlations, on a yearly basis, are respectively 
*33 + -20, -22, — -20, and — -70 +-12. Nowif, as one has some 
justification for expecting, these firms are representative of the rest 
of the sample, one would expect to find some indication that the 
advertising expenditure of those which were in direct rivalry 
would tend to move very closely together, on the assumption 
that any temporary advantage gained by one as the result of 
advertisement would immediately be counterbalanced by the 
retaliation of his rivals. The firms in question were chosen with 
the end of throwing light on the validity of this hypothesis; 
they consist of nine pairs of firms in nine different industries, in 
all cases firms large enough for their policy to affect that of the 
industry, and in several instances of the two most important 
firms in the industry. But, unfortunately for the thesis they were 
collected to sustain, they do not behave in the expected manner. 
The correlation of advertising expenditure between each pair of 
competing firms, over a period extending from 1927 to 1934, 
annual averages being taken to exclude the fictitious similarity 
given by seasonal fluctuations, varies from -94 + -03 to — 33, 
with a fairly regular dispersion and an average of +39. 

Another aspect of the conclusions to which Section II seems 
to lead may be illustrated by comparing estimates of changes in 
the total expenditure upon advertisement over a period of years 
with estimates of the growth of efficiency. Ona priori grounds one 
would expect the cost of advertisement to absorb a fairly large 
proportion of the fruits of technical progress, if the cost of 
advertisement is effective in reducing the profits of imperfect 


effect as the largest firm could derive from the same expenditure, but it cannot 
enable the small firm to spend as much as its more powerful rival. The fact 
that it is possible for, say, Ruritania to produce bombing planes by means of 
the optimum size plant, does not make the outcome of war between Ruritania 
and the U.S.A. into an even chance, 
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competition to a “‘normal”’ level. Taylor! produces evidence, 
drawn largely from the census of production, which indicates, 
with a considerable probability of correctness, that the total cost 
of advertisement in Great Britain both in the year 1930 and in 
the year 1924 was in the immediate vicinity of £70 m. If it can 
legitimately be assumed that the course of press advertising, 
as indicated by the totals recorded by the Statistical Review of 
Press Advertising, is representative of the movement of advertise- 
ment in general, and if it is considered that advertisement in the 
national dailies, which is on record over a long period, can be 
“* grafted ”’ on to the Review index of press advertisement without 
involving too great a discontinuity,” then it is possible to estimate 
the changes in the total national bill for advertising since 1924. 
No very great claims can, of course, be made for the result of this 
extremely roundabout method, but as it is only produced in 
order to be compared with estimates of general changes in efficiency 
which can claim no more legitimate origin, it is produced without 
further apology. 

The most relevant dates to select for purposes of comparison 
with estimates of changes in industrial efficiency are probably 
1924, as a starting-point; 1929, as the last ““boom”’ year; and 
1934, as an illustration of recovery. Following the method out- 
lined above we obtain as the total cost of advertisement £70 m. 
for 1924, £83 m. for 1929, and £77 m. for 1934. These figures 
are of greater interest in another form. Colin Clark, in T'he 
National Income, estimates expenditure upon consumption 
(excluding rent of dwelling-houses for obvious reasons and dis- 
tributive and other services) at £1,914 m. for 1924 and £2,032 m. 
for 1929; it is probable that the comparable total for 1934 is in the 
immediate neighbourhood of £1,859 m. Thus the change in the 
cost of advertising between 1924 and 1929 represented an increase 
equal to -4 per cent. of expenditure upon consumption as defined ; 
it was 3-7 per cent. of consumption in 1924, and 4-1 per cent. in 
1929. A similar comparison gives us a further increase of -04 per 
cent. between 1929 and 1934. Comparison of these figures with 
estimates of progress in efficiency in the consumption industries 
will enable the reader to judge for himself to what extent the 
results have been offset by the devotion of resources to advertise- 
ment. The direct effect, at least, appears to have been very slight. 


1 Op. cit., chap. vi. 

2 If the movements of advertisement in the national daily papers between 
1924 and 1930 are compared with Mr. Taylor’s figures, they will be observed to 
move very closely together. 
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This concludes the evidence which it has been possible to 
collect in support of the thesis that in general the entrepreneur 
is unable to estimate with any substantial degree of accuracy 
the results of his expenditure upon advertisement. Its volume 
is slight and it is possible that the interpretation put upon it in the 
preceding pages is not the only one, and perhaps not the most 
plausible one, of which it allows. Had it been possible to arrive 
at a contrary conclusion, the method of analysis roughly outlined 
in Section I might have been elaborated and employed, in those 
cases where data were obtainable, in order to estimate the effect 
upon prices of changes which are taking place at present in the 
advertising policy of various consumers’ goods industries. In the 
existing circumstances, however, it is not possible to do this. 
The conclusions at which we have tentatively arrived indicate 
indeed that the prevailing level of prices in those industries in 
which advertisement plays a large part is above that which would 
obtain under conditions of perfect competition, although possibly 
below that to which imperfect competition without advertisement 
might lead. But as no one knows what these prices would be, 
and even if one could estimate them, no one knows how far the 
presence of advertisement increases or lessens the imperfection 
of the market. Therefore any attempt to arrive at a theoretical 
anticipation of the results of changes in the advertising policy 
of an industry seems to be quite out of the question. 

Henry SMITH 
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THE SOCIAL SIGNIFICANCE OF THE THEORY 
OF VALUE 


§ 1. THE purpose of this article is to examine the view that 
the theory of value can be used to defend that particular organ- 
isation of economic life which is based on the institutions of 
competition and of private property in the material factors of 
production. 

§ 2. The theory of value is used in two quite different ways 
to throw light upon the problem of economic organisation : 

In the first place it is used to elucidate one important aspect 
of that problem. It analyses the logical implications of a pre- 
supposed scarcity of means necessary to the achievement of 
certain ends. It reveals the existence of the problem of choice 
and emphasises the importance of a trustworthy economic 
calculus. It reveals the relationship between this calculus and 
personal liberty in consumption. It shows that only one kind 
of calculus will do, and that if individual consumers are to be 
free to influence the relative outputs of commodities in order to 
secure that combination of goods which they prefer, there is 
one arrangement of resources which is better than any other. 
Such an arrangement can only be revealed by discovering the 
value of the marginal products of mobile resources in all uses.! 

But all these forms of the theory are purely analytic. They 
show the logical implications of certain assumptions. They 
diagnose the problem of combining a utilitarian calculus with 

1 It has frequently been argued that such a principle is invalid because 
(a) a free pricing system may reduce total output, and (6) relative productivities 
have no meaning in a regime of unequal incomes. Such arguments, however, 
miss the essential point. In the first place, no convincing reasons have ever 
been advanced for supposing that a system of costing aimed at satisfying con- 
sumers’ demands would reduce output. Why should one arrangement of re- 
sources be more difficult to achieve than another? In the second place, 
the principle is independent of the distribution of income. If income were 
equally distributed the ideal of freely chosen consumption remains. There 
may be something to say for bringing about the redistribution of income in a 
transitional stage partly by subsidising the goods consumed by the poor and 
taxing those consumed by the rich. But such a policy would leave the principle 
of consumers’ freedom unaffected. The principles concerning the distribution 
of income are independent of the way in which the recipients of income can 
effect the distribution of resources. See Dickinson, Economic JouRNAL, 1933; 
Maurice Dobb and A. Lerner, Review of Economic Studies, 1934, for discussions 
of this problem. 
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liberty, but they tell us nothing of the institutions by which 
the real problem of arrangement can be solved. 

In the second place, however, the traditional theory of value 
does go beyond mere diagnosis or formal logic. The theory 
of competition sets out to show that, under a certain set of 
actual legal institutions, the correct calculations and the best 
arrangement of resources (in the above sense) will be made. 
Reduced to its barest outline the theory of competitive equi- 
librium attempts to prove, (a) that if the goods demanded by 
the consumers can be subdivided so that there are many buyers 
and many units in demand, and (b) that if production can be 
organised without technical loss in a number of separate manu- 
facturing and commercial units, the best arrangement of re- 
sources will'be secured, by private property in land and capital. 

The theoretical demonstration requires two further conditions 
that are not always stated plainly. The atomic producers must 
possess a peculiar type of foresight. They must have enough 
foresight to plan production so as to maximise their long-period 
profits. Otherwise they would fail to make the adjustments 
necessary to secure the best technical arrangements for production. 
But they must not possess too much foresight, or they may 
cease to compete. Again, competitive equilibrium will only be 
reached as long as the rate of change in the data—the underlying 
demand and cost functions—is not greater than the maximum 
speed of adjustment of which the producers are capable. Other- 
wise the competitive adjustment will always be towards a situa- 
tion that has already become irrelevant and no tendency to 
equilibrium would be present.? 

On the basis of these four assumptions it has frequently been 
claimed that the theory of value proves that private enterprise 
will secure the best arrangement of resources for any “ want 
and production system ” whatever. 

The conclusion is held to follow wherever the conditions of 
scarcity exist, and to apply to any type of product whose use 
and manufacture can both be sufficiently subdivided. Each 
product will absorb just that quantity of mobile resources which 
is desirable. Property in capital resources and the pursuit 


1 See T. E. Gregory’s An Economist looks at Planning, passim; Hayek, “ The 
Trend of Economic Thinking,’ Economica, 1933; Robbins, The Great 
Depression, Chaps. VII and VIII, passim, particularly Chap. VIII; Plant, 
Journal of Transport, 1933; and Collectivist Economic Planning, especially 
Hayek’s ‘‘ The Present State of the Debate.” 

2 See Rosenstein-Rodin, Hconomica, 1934. 

3 See Marshall’s Principles, Book V; Pigou, Economics of Welfare, Part II, 
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of private profit are sufficient incentives and imply sufficient 
wisdom to bring such an atomic world into equilibrium. It 
has even been demonstrated that the private ownership of 
relatively small plots of land will cause a railway line between 
two places to follow the ‘‘ economically desirable ” route despite 
the indivisibility of the line itself.1 As the theory of value has 
been extended to cover more and more obscure cases in recent 
years, it is not unnatural that it has also been used as part of a 
rationale of the institutions of individual enterprise. But to 
prove that one set of institutions will achieve a desired end does 
not prove that no other set can achieve it better. A different 
set of arrangements and sanctions might very well achieve the 
same end more expeditiously and more justly than competition 
and private property. It has been argued that a planned 
socialism provides just this better way. But it is not with 
the problems of economic calculus in a planned economy 
that we are for the moment concerned; rather with the claims 
made on behalf of private property and competition. 

§ 3. It should be apparent at once that the theory of com- 
petitive equilibrium can cover only part of the economic field. 
Any end which cannot be atomised cannot be dealt with by an 
atomic analysis. Such ends are common. Satisfaction may be 
derived from the contemplation or enjoyment of a certain set of 
relations embracing all elements in an economy instead of from 
the consumption of a physically divisible commodity like boots. 
The enjoyment of economic equality, for example, means the 
establishment of an indivisible set of relations between all the 
human factors of production in so far as they are recipients 
of final income. Security from disease demands the observance 
of certain rules and the performance of certain productive tasks 
designed to create a particular condition affecting all parts of the 
community. Protection from external aggression—the creation 
of a state of military preparedness—means that the organisation 
of the whole industrial system must take on a certain character. 
The end in each of these cases is a complex and integrated whole. 

Such ends cannot be brought within the scope and calculus 
of competition. It is not, of course, impossible to produce in 
competitive industries any of the separate commodities required 
by these ends. Antiseptics and armaments, medical and military 
services could all be produced by competing firms. But the 
ends themselves—the total states of the economy—cannot be 
chosen or secured by individual action. They presuppose a 

1 An unpublished paper by Mr. R. G. D. Allen. 
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social choice. For their achievement the central organisation 
and control of economic life is essential. 

There is no evidence to suggest that these integral or in- 
divisible or social ends are quantitatively less important than 
divisible or individual ends. 

This limitation to the applicability of the theory of competi- 
tion is much more severe than it looks at first sight. The arrange- 
ment of the scarce factors demanded by the social ends may be 
in conflict with that required by the individual ends. The end of 
military preparedness, for example, may require the production 
of wheat to stand in a different quantitive relation to the production 
of coal from the relation that would be established between them 
if, as divisible commodities, they are produced under conditions 
of uncontrolled competition. It is, therefore, impossible to 
separate off a sphere of economic life peculiarly suited to com- 
petitive organisation while leaving a restricted field for the 
activity of a central authority or state.1 The existence of 
satisfaction arising from the total state of the economy may 
leave no part of it unaffected. Nor is it possible to dismiss this 
problem as lying partly within the world of ends. If economics 
is defined as the study of the arrangement of scarce means with 
relation to the pursuit of any set of ends,” it must be relevant 
to consider the ends which postulate certain relations between 
all other elements in the economy. ‘The satisfaction obtained 
from the contemplation of economic justice or the sense of 
military security is just as much a consumers’ satisfaction as 
the consumption of bread and potatoes. And it arises equally 
from the distribution of scarce means between alternative uses. 
Neither production aimed at the satisfaction of such ends, nor 
the control of the relations between these ends and all others, 
can possibly be treated by a theory of competitive adjustment. 
Nor does the existing theory of Public Finance meet the need. 
The truth is that a theory of competition cannot be made into 
a theory of general productive equilibrium because it cannot 
treat certain important types of production at all. For certain 
types of production the whole ecomony is the relevant unit. 

§ 4, Leaving the existence of integral consumers’ ends on one 
side, it can also be shown that even within the restricted sector 
of production organised in atomic units, the theory of com- 
petitive equilibrium fails to justify the institutions of competition. 


1 This implies that the contemporary search for an “‘ agenda for the State ” 
is analytically indefensible. 
2 Professor Robbins’ Nature and Significance of Economics, passim. 
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There is, for example, a striking incompatibility between the 
conditions that make competition possible and those consistent 
with the best arrangement of resources. An inescapable di- 
lemma lies hidden in the degree of foresight supposed. If one 
degree of foresight is assumed, the stability of competitive 
conditions becomes unlikely. If a less degree is imagined, the 
correct long-period adjustments cannot be made. 

1. If we make the extreme assumption that the individual 
producer acts as though his output will have no influence upon 
the market price, then it is plainly implied that he must remain 
ignorant of the true long-period relation between output and 
price. He is unaware, that is to say, of the reaction of his 
competitors’ supply to the change of price which is common 
to him and them, and also of the effect on market price of their 
combined change of output. In these conditions it is impossible 
for industries to make the correct long-period adjustments. 
If, for example, there is an increase of demand for a commodity, 
the price received by the competitive entrepreneurs will rise. 
They will all assume that the new and higher price will remain 
unaffected by their individual output policy. Each entre- 
preneur will raise his output to the point on his marginal cost 
curve where marginal costs are equal to the new price. He 
will also begin investments in new fixed capital which are justi- 
fied, and only justified, on the assumption that the new price is 
independent of his own output policy. On the same assumption 
new entrepreneurs will enter the industry. But, of course, 
the market price is not independent of the output of the in- 
dustry, and the action of the atomic producers taken together will 
reduce the market price and falsify the expectations upon which 
output and investment policy were based. Over-investment 
will be induced, despite the fact that the increase in demand is 
itself permanent. As long as the degree of foresight is limited 
to the assumption of a price dependent on the firm’s output 
policy, the value of the estimated marginal product of resources 
to the individual entrepreneurs must exceed their true long- 
period marginal product both to firm and industry. 

Two sources of possible confusion should be avoided at this 
point. The over-investment in fixed capital will not be as great 
as might at first sight appear. When the demand curve first 
moves to the right the market price will rise to its highest point. 
But there will be some immediate increase of output involved 
in bringing marginal costs up to the new price. Market price will 

+ See Mrs. Wootton, Plan or No Plan, Chapter ITI, § 2. 
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therefore decline from this first high point and investment in 
new fixed capital will be directed to the short-period equilibrium 
price and not to the high price that rules the moment after the 
demand curve has moved to the right. Investment will never- 
theless be misdirected. The short-period equilibrium price, 
which is equal to the marginal cost of output in the existing 
firms, is still above the price which will rule after the product 
of the new investment in fixed capital is brought to the market. 
The final and still lower price will not rule until after the period 
in which the new investments are completed and the malad- 
justments irrevocably made. 

This is but one example of the confusion and error which must 
arise if foresight is so limited. For the same reasons, output from 
competing producers may be increased when demand declines, 
technical inventions may be over-utilised and cumulative mone- 
tary disequilibria generated. The lack of foresight consistent 
with perfect competition carries with it an appalling blindness of 
conditioned response. 

In the second place, it might be thought that the mere gener- 
ality of pure competition might prevent the misdirection of invest- 
ment. This is not the case. A wniversal tendency to over- 
investment may be checked by the rise in the rate of interest due 
to the increased demand for new capital. An attempt on the part 
of all industries to invest more than they should might lead to a 
correct distribution of the available supply of savings. Indeed if 
all industries increased their demand for capital in the same 
degree this would be the case. But it is not all industries which 
are impelled to such investment at each moment of time. On the 
contrary, only the industries experiencing a present increase of 
demand will be tempted to over-investment. In a dynamic 
world, competition of this pure type will induce no tendency to the 
correct distribution of resources but to a series of over-investment 
poomlets ”’ in particular industries.+ 

2. If we turn to the opposite extreme and suppose that indi- 
vidual producers foresee or understand both the true relation 
between output and market price and the reactions of other 
producers to price change, it becomes almost impossible to believe 
that competition itself will be stable. Competition will certainly 

1 For the reality of this process there is much historical evidence. It is, 
however, difficult to disentangle it from the oscillation of profits attributable to 
the Trade Cycle. Indeed the tendency for “lack of foresight’? booms and 
slumps in particular industries has often been mistaken for the course of the 


Trade Cycle—see Pigou’s Industrial Fluctuations, Chapters VI and IX, Aftalian’s 
Les Crises Commerciales, but especially Papi’s Lscape from Stagnation, passim. 
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not continue in so far as the pursuit of private profit is the major 
incentive of the competitive economy. The moment that all 
producers become aware of the nature of the demand function and 
what determines their rivals’ output policy, the advantages of 
monopoly become obvious. Beyond a certain point the extension 
of foresight and the pursuit of private gain are incompatible with 
the preservation of competition. It is not necessary to describe at 
length the maldistribution of resources caused by monopoly. 

3. Finally, it may be asked, is there no habitable half-way 
house between a lack of foresight so complete that wrong invest- 
ment is inevitable and an understanding so clear that monopoly 
practices follow upon the pursuit of profit ? 

It is formally possible that either (a) the representative 
entrepreneur should realise the relation between the market price 
and the output of the industry but fail to assess the determinants 
of his rivals’ policy, or (b) that he should recognise the forces 
influencing his competitors but not grasp that relation between 
total output and price. The second of these possibilities is purely 
formal. If one entrepreneur realises the influence of price upon 
his rivals’ output he must also apprehend the inverse relation 
between output and price. But the first condition is quite likely 
to exist, e.g. in many case of imperfect competition. But it is 
incompatible with pure competition and, in any case, unlikely to 
yield any very stable or desirable conditions of production. If 
there are economies of scale to any firm—and there must be unless 
every firm has correctly assessed the optimum size of its plant and 
there has been no variations in the conditions of demand since the 
plant was built—the circumstances are just those which are 
likely to result in “ cut-throat competition.”’ Producers seeking 
the economies of scale, or eager to maintain them, will cut prices 
on the assumption that they will sell more—ignorant of the fact 
that other producers will follow suit for the same reasons. A 
cumulative downward movement of prices will begin. Each 
producer is forced to meet the action of his rivals by similar action 
and by meeting it frustrates it. Again, it is scarely necessary to 
specify the various types of economic loss involved in the existence 
of imperfect competition.1 

A stability of competitive conditions and a correct distribution 
of resources under dynamic conditions can only co-exist in the 
presence of just the degree and type of foresight which will enable 


1 See Chamberlain, 7'heory of Monopolistic Competition, Chapter II; Robinson, 
Economics of Imperfect Competition; Kaldor, ‘‘ Excess Capacity and Imperfect 
Competition,” Economica, 1935; etc. 
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entrepreneurs to make correct long-period adjustments and yet 
fail to appreciate the advantages of monopoly. Such a proposi- 
tion is purely formal and has no practical meaning whatever. It 
simply states that if the conditions are such as to lead to the 
maintenance of equilibrium, equilibrium will be maintained. 

The necessary foresight is.that which makes each entrepreneur 
aware of the price and output reactions of his competitors, but 
leaves him entirely innocent of the knowledge of monopoly profits 
and the advantages to be gained by combination. Unless he is 
imbued with an extraneous enthusiasm for the institutions of 
laissez-faire, such a state of mind is impossible. The theoretical 
analysis of competitive equilibrium is a two-edged weapon. It 
can be used to demonstrate the impossibility of equilibrium under 
competitive conditions. Indeed the definition of the type of 
foresight required makes it virtually certain that competition and 
the best arrangement of resources cannot possibly co-exist for long. 

§ 5. When we look beyond the formal analysis of competition, 
the idea of a purely competitive arrangement of resources, and 
indeed the distinction between a system based upon private 
enterprise and a socially controlled order, becomes unreal. Not 
only are the conditions of competition unstable, but even within 
the field of competitive organisation the force of the social will is 
present at every point. It is not sufficiently realised that it is 
quite impossible for the system of consumers’ wants and prefer- 
ances as a whole to control the course of production. They are at 
once too varied and too contradictory. No economy has ever 
existed or is likely to exist without a selection by custom and law 
of the ranges of atomic wants which are allowed to impinge upon 
the market at all. It is not simply that certain ranges of prefer- 
ence are declared illegal or criminal,! but that the whole of indus- 
trial activity is influenced by laws and customs determining at 
every point the kind of preference which is to be allowed to exert 
a direct economic force. It is not economic preferences as such 
which determine the course of competitive enterprise, but only 
those ranges of preferences which have survived some previous 
and more fundamental process of social selection. Without a 
detailed insight into the methods and principles of this selection 
we can construct no true theory of production and exchange. 

Examples of the truth of this assertion exist on every hand. 
The unpaid costs within our present economy illustrate it. Factory 
smoke is the standard example. It is possible to build a factory 


1 A fact whose inner economic significance is often neglected by those who 
construct rationales of laissez-faire systems. 
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because cigarettes stand at certain points in the range of pref- 
erences of a number of consumers, and because the range of pref- 
erences which include the consumption of tobacco is permitted by 
law and custom to appear in the market. But the same factory is 
allowed to discharge poisonous fumes into the air and to occupy 
the only open space in a crowded area without let or hindrance, 
despite the consideration that the health of hundreds of people 
will be permanently damaged and that physical health may stand 
high in the order of consumers’ preferences. Why this paradox ? 
Simply because certain ranges of preferences are excluded by law 
and custom from the cost calculations which determine the dis- 
tribution of resources. In the same way a speculative builder 
may plant a house on the skyline of a hill, or in the centre of a 
stone village, or build a block of offices in the middle of a Regency 
terrace, because the use of a dwelling or an office stands at a certain 
position in the scale of preferences of a single individual or cor- 
poration. But, in making prior calculations or cost, no allowance 
is made or need be made for the destruction of natural beauty, 
the loss of the preferences for harmony felt by thousands of 
other consumers, nor even for the fall in neighbouring site values. 
A large proportion of the wanton destruction of our natural and 
architectural heritage which has characterised the dark age in 
which we are living is due to the exclusion of these relevant 
quantities from the scope of market valuation. 2 

1 These gross abuses are all examples of Professor Pigou’s “ divergences 
between marginal private and marginal social net product ” (Economics of Wel- 
fare, Pt. II). The difference is one of emphasis. Whereas Professor Pigou 
regards them as chance types of imperfection in calculus, I treat them as examples 
of the universality of collective choice. Expressed in law or custom these 
deficiencies of costing are due to the exclusion by society of whole ranges of 


consumers’ preferences from economic calculus. They are not allowed to become 
effective. 

2 Where a piece of building will reduce the values of other sites, it is, of 
course, possible for the owners of neighbouring sites to join together to buy up 
the threatened positions and prevent their uneconomic exploitation. There 
are, however, a number of reasons for supposing that this possibility will be 
quite powerless to prevent the misdirection of resources : 


(i) The fall in site values, although sufficient, if counted into the cost 
of building, to render the building economically undesirable, may not be 
large enough to provide sufficient funds for the purchase of the site. In 
any case such co-operation is costly to arrange and to finance. 

(ii) Many of the affected consumers may have only a negligible interest 
in the site as individuals although collectively their preferences if organised 
would be overwhelming. This is typical when a “ beauty spot” is de- 
stroyed. The loss is suffered by a very large number of people in a very 
small degree. The organisation of these preferences despite their real 
significance and overwhelming importance is impossible upon a competitive 
basis. In any case the absurdity lies in the fact that these preferences and the 
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And there are even wider exclusions than these. Let us take 
two examples :—(1) The abolition of the institution of property 
in persons has removed from the range of market calculations the 
relative productivities of investment in human capital. This 
exclusion has a double result—it creates a bias in favour of invest- 
ment in physical or non-human factors of production, and it 
enables entrepreneurs to use up human capital without paying for 
it. In practice the first of these evils has been corrected in some 
measure by the growth of public health and educational services. 
Investment in the improvement of the physical health and intelli- 
gence of the working population is financed out of public expendi- 
ture because it is excluded from the search for private profit. But 
its theoretical importance remains. Production and economic 
calculus are determined at every point by collective decisions. 

(2) It is a most characteristic feature of our economy that 
almost no arrangements are made for permitting negative prefer- 
ences to impinge upon the market. It is possible to pay to see a 
film and thus to cause such a film to be shown and others like to be 
manufactured. But it is impossible to pay not to see a film and so 
to prevent its manufacture and display. Yet, to judge by the 
present agitation in America, there are a large number of con- 
sumers in whose range of preferences the prevention of certain 
films stands high. Thus net dissatisfaction may be caused by the 
display of the film, although its price more than covers its costs of 
production. If consumers’ preferences as such were really the 
arbiter of productive activity, it would obviously be essential to 
provide a negative box office at every cinema and theatre where 
people could pay whenever they wished to prevent the performance 
from taking place! In the same way it is possible to pay for an 
alcoholic drink and so to keep a beer-house open. It is not possible 
for a ‘‘ total abstainer”’ to pay to have it closed. Indeed if 
temperance advocates specify too closely the particular types of 
beverage or the particular houses of refreshment to which they 
take objection they are in danger of prosecution for taking part in 
a “ conspiracy in restraint of trade.” 1 


opportunity costs which are associated with them are not automatically charged 
into the calculations of money cost. They are just as significant as any other 
type of loss involved by the use of resources for this given purpose. It is 
quite absurd to enforce compensation for ancient lights at a distance of ten 
or twenty feet and not enforce compensation for the loss of esthetic utilities 
which may affect the happiness of thousands of people at a mile or two 
miles from the point of offence. 
1 I am not, of course, arguing that these negative preferences should be 
allowed to operate. They would involve an intolerable interference by some 
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These may seem frivolous examples, but there is one substantial 
member of the group of excluded negative preferences. That is 
the excluded preferences for security. Existing society excludes 
from its cost calculations the preferences of human beings 
for stability and certainty. It places a premium upon technical 
change and economic restlessness. There is no machinery 
whereby the disutilities suffered by all those who are adversely 
affected by industrial adaptation can be automatically included in 
market valuations. Yet they are consumers’ preferences and as 
such relevant to the final decision. This is one of the most 
dangerous weaknesses of the present order. 

It is, therefore, certain that consumers’ preferences in their 
own right are not and cannot be the object of economic activity 
even in a competitive economy. It is only certain ranges and 
types of such preferences that are allowed to appear in the field, 
and the selection of the permitted ranges by law and custom is the 
underlying determinant of the structure of production. It does 
not matter, for the thesis of this article, whether the choice is good 
or bad. Most reasonable men would concede that some of the 
principles of selection are wise and some are foolish. The essential 
point is that there is a principle of selection. The selection is 
social in origin. It may be consciously or unconsciously taken, 
but it is taken by society in its corporate capacity. It is not a 
response to atomistic individual wants. Any sharp logical distinc- 
tion between individualist and collectivist economies therefore dis- 
appears and we are left with the much more difficult problem of 
choosing the principles of social selection and resolving the 
problems of economic calculus in a fundamentally collectivist 
economy. This is the problem of the real world and the further 
elaboration of the theory of value upon the assumptions of divis- 
ible wants and atomistic production can contribute nothing, 
except indirectly, to its solution. What is urgently required in 
economic theory to-day is the extension and variation of our 
institutional postulates in order that economists may formulate 
and solve the problems of rational calculus in an integrated 
economy. 


London School of Economics. 


E. F. M. DursBin 


persons in other people’s freedom of action. In this case the principle of social 
choice has been wise. It nevertheless remains that production is controlled in 
this matter—and must continue to be controlled—by a collective decision about 
ranges of preferences and not by the preferences themselves. 


REVIEWS 


Aspects of the Theory of International Capital Movements. By 
CaRL IvERSEN. 8vo.- Pp. 536. (Copenhagen; Levin and 
Munksgaard; London: Oxford University Press. 1935.) 


THE major part of Dr. Iversen’s treatise on International 
Capital Movements consists of a critical examination of the views 
of previous writers. The problems are first surveyed in chapters 
dealing respectively with the nature, the causes and the effects of 
movements of capital from country to country. This survey is 
followed by a consideration of the mechanism of such movements. 
Here the theoretic side receives first attention, after which a 
selection is given from numerical data available for testing the 
comparative merits of the different theories. While, both in the 
order and manner of presentation of other people’s views, the 
opinions of the author find expression, these opinions are not, 
in general, pressed on the reader’s attention. To assemble them 
in a manner that would reflect clearly the views of Dr. Iversen on 
the various points of principle presents a task by no means easy, 
and one involving a risk of approaching in length the 450 pages 
devoted to his twofold review of the development of the discussion. 
It appears, nevertheless, to be well worth while to discover the 
essayist himself, as well as to profit by his survey of the work 
of his predecessors. 

The title ‘‘ Conclusions ”’ which he assigns to his final 75 pages 
tempts the reviewer to seek here the sum and substance of the 
problem, as seen by a writer who has shown himself to be widely 
read, to be possessed of a capacity for clear thinking and expo- 
sition, and a critical disposition. Even in this section, however, 
the views of others are accorded a large share of attention, and 
Dr. Iversen modestly keeps himself a good deal in the background. 

The fundamental importance attached by the author to the 
conception of the process of borrowing and lending as a transfer 
of buying power puts this aspect of capital movements in the 
foreground. That buying power in one country is placed at the 
disposal of persons in another country is, Dr. Iversen holds, the 
preliminary stage of international capital movements. But it is 
to be observed that it is buying power in the lending country. 
The borrowers may, however, secure credit in their own country, 
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and thus be enabled to exercise buying power there, before the 
transfer of the goods in which the loan becomes embodied. It is 
concluded that, with a demand thus increased, prices will tend 
upwards, for some commodities at least. The question suggests 
itself whether the buying power exercised by the borrowers in 
their own country is transferred from some other market or 
markets in that country to the market in which they employ it. 
If not, it would appear that the loan transaction has enabled 
representatives of the borrowers to purchase goods in the lending 
country, and simultaneously served to finance purchases in the 
borrowing country, since the advances made in the latter are not 
obviously limited to the equivalent of the unspent balance in the 
lending country. It was a shrinking from a possible double 
counting of one and the same “capital” in this way that led 
Bohm Bawerk to refrain from adopting Carl Menger’s use of the 
conception of “‘ capital disposal.” Dr. Iversen notes that Bawerk 
did refrain, and regrets the fact, without indicating an opinion as 
to the adequacy of the reason. Holding the view that banks are 
able to create buying power, at least temporarily, he found no 
difficulty in the conclusion that borrowers can eat their cake in 
their own country while preserving it, for the time being, intact in 
the lending country. 

The process of lending by one country to others may be 
conceived of as spasmodic or continuous. The nature of the 
effects of lending, on the lending country, may be quite different 
in the two cases. Dr. Iversen’s commentary contemplates 
sometimes the one, sometimes the other. In the one case the 
act of lending creates a disturbance in the regular order of events, 
in the other an expansion or slackening of the outward flow of 
loans means a disturbance of the existing organisation. The 
variation of the hypothesis from one of occasional and irregular 
loans abroad to one of continuous lending, even if the rate of 
lending be subject to change, is likely to affect the nature of the 
reactions on other features of economic life. It is, therefore, 
desirable to run no risk of confusing the consequences of such 
different situations. 

In so far as international loans serve to finance the export 
of producers’ equipment from the lending country, a particular 
interest would appear to attach to their effect on the order books 
of the manufacturers of such equipment. This seems to follow 
from the consideration that its construction is a process that 
requires time. While the financing of the construction is a matter 
of importance, it is not so clear that a transfer, at the time of 
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placing the order, of buying power to the borrowing country is 
necessary, whatever may be required when these goods, or some 
part of them, are ready for delivery. 

Further, the absence, from the theoretic discussions of a period 
in which an important share of the development of the resources 
of distant countries was undertaken by organisations such as 
the great chartered companies, of any discussion of a preliminary 
transfer of “‘ capital disposal ” to those countries may not mean a 
defect in the theories of that time, as compared with our own, 
but a difference in the character of the processes to be explained by 
those theories. Even in our time there are not lacking enter- 
prises that carry on overseas development by exports of capital 
in connection with which no need arises for a preliminary transfer 
to the recipient countries of claims to goods in general. In fact, 


- the movements to be studied are, as Dr. Iversen points out, 


movements of particular goods, in which particular prices are 
involved, rather than of general buying power, with effects on 
prices in the mass. This consideration will have a bearing on 
our attitude towards the question of the effect of international 
lending on the terms of trade. 

The division of goods into export goods, import goods and 
home-market goods, and the calculation of separate indices of 
price change for each of these groups, is a procedure that appeals, 
perhaps, less to some English students of economics than to their 
fellows in other lands. So large a part of the classes of goods, 
whose price movements have been used in the compilation of 
indices of wholesale prices in Great Britain, have been simul- 
taneously either export goods or import goods and goods concerned 
in the internal trade of the country, that a definite and significant 
distinction of these groups was not very clearly advantageous, 
even if feasible. There is, however, another grouping that, in 
the trade between any two countries, may have an important 
bearing on problems arising in connection with capital movements 
between them. The prices of a great variety of commodities 
dealt with in the markets of each of the countries may be com- 
pared, and their ratios calculated at the rate of exchange current 
at the time to which the prices relate. The list will, of course, 
not include some of those ‘‘ home-market ” goods that are physi- 
cally non-transferable from one to the other of the countries, 
not so much because of this physical fact, but because truly 
comparable commodities of a given general description may not 
be discoverable in both. 

The ratios thus calculated may be arranged in order of magni- 
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tude, so that at the one end there will be found things cheaper 
in one of the countries than in the other, and at the other end 
things that have the inverse relation, the intermediate grades of 
relative dearness or cheapness being ranged between them. If 
the goods that are relatively cheap in the one country are cheaper 
in a degree sufficient to cover all charges of transference to the 
other country, whether commercial charges, such as freights or 
premiums of insurance, or fiscal charges, the goods are potential 
exports from the former country and imports into the other, and 
inversely at the other end of the series. An increase in the 
volume of demand from one country for the exportable goods of 
the other may lead to a rise in their prices that moves them along 
the scale of comparison towards the position occupied by goods 
that are neither potential exports nor potential imports. Dr. 
Iversen, as noted earlier, lays stress on the possibility, or prob- 
ability, that the changes in demand stimulated by a transfer of 
buying power from one country to another will not be spread 
evenly over all markets, but tend to be concentrated on special 
kinds or groups of products, though elsewhere he appears to 
assume that the prices affected will be numerous. If some 
relative concentration of effects be found, it may stimulate a 
development of the productive organisation dealing with the 
products concerned that will offset, or more than offset, the 
consequences of the increased demand, and render export 
profitable on a larger scale at the former, or even at lower, prices. 
In such a case, the terms of trade may become more acceptable 
without becoming more favourable in the ordinary sense in which 
that word is employed in discussions on the effects of capital 
movements on the terms of trade. 

The discussion of problems of international exchange cannot, 
as Dr. Iversen points out, be satisfactorily dealt with at certain 
points by examining the conditions of two countries, or two groups 
of countries, only. The division of the world into “ homeland ” 
and ‘‘otherland,” or similar categories, does not satisfy him. 
He does not devote much space to this topic, however, and we 
should have liked to see his development of some special problems, 
not merely on the lines of two countries considered as in trading 
relations and “‘ others ” in the plural, but, as possibly somewhat 
more easy to handle than the case of numerous trading units, the 
problem of three countries, treating the “neutral” group, as 
he designates it, as a single country for the purpose of a first 
examination of such problems. 

In commencing an interesting presentation of the thesis that 
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“a country’s aggregate demand for imports and supply of exports 
is generally highly elastic,”’ our author says, “‘ For each particular 
commodity we can treat a country’s demand for imports and its 
supply of exports as surplus demands and surplus supplies.” In 
his illustrative diagram he represents cases in which an import 
double as great as the home production, and an export not very 
greatly short of half the home production, are not treated as calling 
for warnings that they are unusual cases resulting from a deter- 
mination to avoid crowding the significant features of the diagram 
in a manner that would render them obscure. Possibly the use of 
straight lines, in place of curves of unknown shape, may have 
tempted him to show, at the risk of an implied typical character, 
something that might have appeared exceptional with curvilinear 
graphs, but this is a rash guess and no more. The treatment of 
such large proportions of a country’s supply of a commodity, or 
of the demand for one of its products, as ‘‘ surplus ” would appear 
to call for some definition of the sense in which that word is used. 
One is tempted to inquire whether Great Britain’s imports of 
wheat or of wool represent surplus demand, for example. 

Without tracing in detail the argument that follows the 
phrase cited above, it may be of interest to note that in reference 
to the effect on the terms of trade between one country and the 
outside world produced by a transfer of capital to or from that 
country, our author’s conclusion is that “there is a general 
presumption . . . that the classical theory was right in its con- 
clusion, although the premises on which it was based were inade- 
quate.”” May this be interpreted to mean that the leading 
classical writers were possessed of a sound instinctive judgment 
that saved them from stumbling into many pitfalls? This view 
has been expressed by earlier commentators, and may profitably 
be borne in mind by readers of some criticisms of “ classical ” 
doctrines in the volume before us. The superiority of “the 
modern interdependence doctrine of value” over the doctrines 
of earlier times, repeatedly insisted on by Dr. Iversen, may, 
perhaps, consist largely in a frank admission of what may have 
been, more or less unconsciously, assumed as one of the under- 
lying conditions by some of the more competent of our predecessors. 
The introduction of mathematical modes of expression, as well 
as of the habits of thought characteristic of minds with a natural 
mathematical bent, or that have been moulded by a training in 
mathematics, will account readily enough for the substitution of 
doctrines expressed in terms of mutual dependence for those 


expressed in the language of cause and effect. 
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Another challenge to older modes of thought seems to be 
implied in the statement, “To the modern transfer theory the 
movements of gold represent primarily an actual means of trans- 
ferring monetary buying power from one country to another; gold 
is an international medicum of payment.’ Why “the modern” 
theory? Was it not an integral part of the analysis of inter- 
national monetary obligations at a period relatively distant that, 
if market conditions in the countries concerned did not render 
feasible the settlement of a debt by the despatch of ordinary 
merchandise, gold afforded, at all times, wherever the gold stan- 
dard or the bimetallic standard was in operation, a means of 
payment to any desired total, since it could always command a 
market at a price the variability of which was confined within 
very narrow limits? This is not more true in “‘ modern ” times 
than in those the doctrines of which are presented in unfavourable 
contrast with ‘‘ modern ”’ theories. 

Dr. Iversen concludes the volume with a sentence calling 
attention “to the anomaly that, on the one hand, the general 
adoption of the gold standard has been a necessary prerequisite 
to the development of short-term movements of capital on a 
large scale, and that, on the other hand, these short-term capital 
movements have become a dangerous menace to the maintenance 
of this standard.”’ Those, whether in Great Britain or elsewhere, 
who clamour for an immediate re-establishment of a fixed relation 
between sterling and gold, might profitably meditate on this 
anomaly. 

In concluding these reflections on some of the topics presented 
in the thesis which won its author his Doctor’s degree in the 
University of Copenhagen, a word of admiration of the excellent 
English in which the thesis is presented may be permitted. Even 
critical readers will rarely be conscious that it is not written in 
its author’s native tongue. The list of works, in various languages, 
contained in a bibliography extending to eleven pages, forms a 
useful addition to a treatise, for the issue of which in England the 
Oxford University Press is to be cordially thanked. 

A. W. FLux 


Mercantilism. By Ext F. Hecxscuer. Authorised translation 
by MenDEL SHapiro. 2 vols. (London: Allen and Unwin. 
1935. Pp. 472 and 419. 42s.) 

Ir is natural to compare Professor Heckscher’s two volumes 


(first published in Swedish in 1931) with the two articles on 
“English Theories of Foreign Trade before Adam Smith” 
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contributed by Professor Viner to the Journal of Political 
Economy in 1930. They represent two entirely independent 
pieces of work, since the former was in proof before the latter 
appeared, and Professor Heckscher claims that the substantial 
agreement between them is a ‘“‘ welcome criterium veri.” Since, 
in science, brevity is a virtue, one might be tempted to think 
that this confession amounted to self-condemnation. If the two 
versions tell the same story, why should we trouble to read the 
longer? But such a conclusion would be quite unwarranted. 
Professor Heckscher has not, so to speak, made a book out of 
the rough notes of Professor Viner’s researches. The length 
of his treatment is justified by the fertility of his ideas, the 
originality of his historical interpretations and the accumulation 
of much valuable material not easily accessible elsewhere. In 
addition to all this Professor Heckscher’s theme differs from that 
of Professor Viner. In the first place he writes not of England 
only, but of Europe. Secondly, he is concerned not with theory 
only, but with policy. Mercantilism, in fact, is to be defined as 
a phase of European policy. Thirdly, and in consequence of 
this, his first volume does not deal with economic theory at all, 
but with economic history, and it is in many ways the better 
volume of the two. 

The phase has no exact chronological limits. It extends 
from the Middle Ages to the coming of laissez-faire, and this 
period, as the author admits, “ begins and ends at quite different 
dates in the various countries and regions concerned.” The 
identification of the phase, therefore, is achieved by the compara- 
tive rather than by the historical method. The characteristics 
of Mercantilism are declared to be five. The desire for unification, 
the pursuit of power as an end, protectionism, a monetary theory 
linked with the balance of trade, and a conception of society. 
These traits are, of course, more fully analysed as the book 
progresses, and it is quickly conceded that power cannot be a 
final end. Mercantilism was equally preoccupied with wealth, 
and wealth and power were the joint objective of the State, 
both under mercantile and under laissez-faire direction. Unifica- 
tion, too, has frequently been the conscious aim of governments. 
It soon becomes evident that Mercantilism cannot be identified 
by its acts alone. Policy has no meaning, no character, apart 
from its context. The same coincidence of items may recur 
at different periods, without having the same historical significance. 
To attach a distinctive name to the policy which pursues national 


unity and power with the aid of economic protection would be a 
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piece of unintelligent cataloguing. Policies can be classified 
only when studied in relation to the situation in which they 
operate and the theory that inspires them. Professor Heckscher 
appears to realise this, since he devotes Volume I to the former 
relationship and Volume II to the latter. But the unity which 
can easily be found when policy is summarised in vacuo seems 
to lose, rather than to gain, significance as the double analysis 
proceeds, and nowhere does the author establish a complete 
synthesis between the three elements, the situation, the ideas 
and the action, and demonstrate in this synthesis the presence 
of the unique character which he claims for his subject, Mer- 
cantilism. But the value of the two sections of his study remains 
unimpaired. 

The historical chapters describe the disintegration of Europe 
during the Middle Ages. Barriers to trade increased, tolls were 
multiplied and governmental powers were surrendered into the 
hands of private individuals and corporations. But a certain 
cultural unity remained. Universalism and particularism were 
the twin foes of the creators of the new States. They were most 
strongly entrenched in religion and in municipal organisation. 
How could’ they be overthrown? The comparison between the 
policy followed and the results achieved in France and England 
is the most interesting and daring part of the book. It cannot 
be summarised here, but the most vital point is the assertion that 
French policy consistently compromised, utilising and strengthen- 
ing the mechanism of the old order. The new “ manufactures ” 
established under State protection pursued traditional technique 
and produced high-quality goods for the few. No room was left 
in town or country for revolutionary developments. The new 
power was built on the old foundations. But England 
administered State policy increasingly through State agents, 
the Justices, until State regulation itself began to wane, and 
room was left for private enterprise to discover the way to the 
new industrialism whose task was, by novel and experimental 
technique, to produce low-quality goods for the masses. England 
thus won the lead from France. The survey includes an account 
of the attitude of the Common Law in England to monopolies, 
which is undoubtedly the best study of this interesting subject 
yet made. One’s comment is simply a reminder that this is a 
theory of the rise of industrialism, not of capitalism, and that 
the State, war and luxury cannot be so easily deposed from the 
eminent position which Sombart has given them in the history 
of capitalism as a financial and organisational system. 
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The great merit of the second volume is its careful study 
of the relations between the Mercantilists and their pre- 
decessors and successors. We see the changes of economic 
theory as an historical process in which are mirrored changes 
in the structure of the economic system. The interaction is 
carefully studied. We see that Mercantilism was at once a 
natural development of Medizvalism and its antithesis, and that 
the same relationship recurred between laissez-faire and Mer- 
cantilism. The gradual evolution in economic organisation and 
technique, and the social systems which they implied, produced 
a change of policy and theory which the human mind, thinking 
socially and with an eye to propaganda, represented in the form 
of a revolution. Speculation along these lines might lead us to 
suggest that the so-called synthesis in the Marxian dialectic is 
really produced by the shedding of the forms of thought and action 
which produced the artificial appearance of a previous antithesis. 
But Professor Heckscher does not direct our thoughts towards 
such dangerous generalisations. 

It is clear that Mercantilist theory developed an orthodoxy 
which survived in spite of evolutionary changes in the component 
doctrines until it suffered a revolutionary overthrow at the hands 
of Adam Smith. But this orthodoxy, even at its zenith, appears 
to have been based on a tissue of divergent and even inconsistent 
theories. Professor Heckscher’s ingenious attempts to discover 
a larger measure of theoretical unity in such concepts as “ the fear 
of goods ” are not entirely successful. We are forced to conclude 
that, even if some Mercantilist writers display a desire to make 
a scientific analysis as a guide to policy, the majority used theory 
as an explanatory justification of policies selected for other reasons. 
But if Mercantilism is a policy only, and not a theory, we cannot 
deny its reappearance in the nineteenth century. If, again, we 
conceive it as a certain policy pursued in a certain phase of the 
evolution of capitalism, we are confronted by the difficulty that 
different countries show different correlations between such 
phases and the policies pursued, and Mercantilism loses its 
general historical significance. In spite, therefore, of his enor- 
mously illuminating analysis, Professor Heckscher has not 
established beyond dispute the validity and the utility of the term 
which is the title of his work. 

T. H. 
London School of Economics. 
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Bibliography of Economics, 1751-1775. Prepared for the British 
Academy by Henry Hices, C.B. (Cambridge University 
Press. 1935. 42s.) 


THE Preface, Introduction and Sources extend from p. vii to 
p. xxii, the Entries (6,741 in number) from page 1 to 665, followed 
by an Index of Authors, 667-689, and of Anonymous Titles 691- 
742. The materials (books, tracts, and sometimes portraits, bank- 
notes, maps and manuscripts) have been divided according to 
subject into eleven groups under each year as follows : I. General 
Economics; II. Agriculture and extractive industries generally ; 
III. Shipping; ITV. Manufactures; V. Commerce; VI. Colonies ; 
VII. Finance; VIII. Transport (inland); IX. Social Condi- 
tions; X. Topography of Economic interest; XI. Miscel- 
laneous; see p. viii. 

The book is a monumental achievement of highly skilled 
labour unremittingly pursued over the last five years. Each 
entry of the 6,741 must have required at least a glance at the 
contents. Who is sufficient for these things? The really “ suffi- 
cient ” is unlikely to give up time to a mere catalogue on such a 
vast scale. We who enjoy the fruits of his toil are almost ashamed 
to find such ability and learning beguiled from authorship to our 
advantage. 

Great is their merit who have done this thing. It is fair to 
use the plural pronoun, for Mr. Henry Higgs himself has acknow- 
ledged the ample help rendered to him by his friend Professor 
Foxwell, who, in the words of Professor W. R. Scott in the General 
Preface (p. viii), ‘for more than half a century has devoted 
untiring energy and unrivalled knowledge to building up succes- 
sive libraries of economic books ... and has rescued from 
oblivion much rare and valuable material, sometimes unique, 
which would otherwise have been lost to posterity.” Mr. Higgs 
in his Introduction (p. xix) echoes these words approvingly and 
specially mentions his friend’s comments. 

It is a catalogue raisonné and there are comments and explana- 
tions furnished in large measure by Professor Foxwell. Instead 
of grudging him the space, we are glad to have made him speak 
out what is in him, too little being allowed (by himself) to come 
out elsewhere. Take the following on Statute Labour (p. 327, 
Number 3,283): “‘ People of the Macaulay type regarded such 
~ personal services as being relics of feudalism and of course to be 
swept away. They worked admirably in Somersetshire when I 
was a boy. We even abolished them in Oriental countries like 
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Egypt. To pay the taxes people had to go to the money-lender.” 
The note on 3,456 is more contentious, bringing in ‘‘ Manchester 
and Cobdenism,”’ but it is characteristic and therefore welcome. 

What comes out here is not always grave comment, it is some- 
times ‘“‘ gay wisdom,” relieving the monotony of entries on 
currency and much else reckoned in our subject “dry.” As it is 
proposed to continue “ back and forward,” to include, that is to 
say, the years before 1751 and the years after 1775, we hope for 
the same help and enlivenment for the whole. 

To Mr. Higgs belongs the credit of putting the material into 
shape as it lies before us now. His nearest model might be Mac- 
Culloch’s Literature of Political Economy, 1845. The digest into 
groups of subjects there has a rough similarity to that of the 
Bibliography. It made a start; but is tiny in comparison and 
has a different plan. There is too much commentary and the 
selection is too aristocratic, nothing admitted unless famous for 
its goodness or badness, whether volume or tract.1 MacCulloch 
aimed at a bird’s-eye view of economic theory from Locke 
and the Physiocrats to his own day, in no sense exhaustive for 
any one period. Our present Bibliography includes even the 
small fry of tracts (with piquant titles ?) that showed how people 
were thinking even when far astray. 

The present Bibliography is (humanly speaking) exhaustive 
for its period of twenty-five years, 1751-1775, for which it gives 
the economic writing and its near and far kindred, year by year, 
in the chief European languages. The reader is left free to make 
his own selection. There is a proviso in the General Preface 
(p. viii, second paragraph) that the Bibliography ‘includes such 
works known to exist, or to have existed, as are deemed for one 
reason or another to be of sufficient economic interest to justify 
their inclusion.”” Whether this rule is severe or not will depend 
on its interpretation by the Editor, and we may rejoice at the 
tolerant inclusion by Mr. Higgs of many entries that seem far 
away from economics, but give pleasure to the most rigid econo- 
mists in spite of themselves. 

Some come near the line of exclusion, e.g., The Trial of 
Eugene Aram (2,093) and the Literary History of the Troubadours 
(6,168), but the case can be argued in their favour. So (much 
more easily) the case of Thomas Aquinas (5,880). No one 


1 To MacCulloch all publications under 180 pages were Tracts, all over 180 were 
Volumes. (See the Literature, Preface, p. x.) 

2 E.g. No. 872, p. 90: ‘* Low-Life, or One half of the world knows not how 
the other half lives.” 
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could object to him who had read Sir William Ashley’s account 
of Aquinas in Palgrave’s Dictionary of Political Economy (Vol. I, 
pp. 48, 49, new edition). He appears here unfortunately under 
“* Miscellaneous,” which tells nothing about him. The natural- 
isation of the Jews, quite an unpromising subject, fares better 
(pp. 54 seq.), being rightly placed under ‘‘ Commerce,” since 
it was Commerce made them come and Commerce made them 
welcome. Poems are not excluded (e.g. 5,869, 6,497, 6,659, the 
last being Shenstone on Wool). Nor are novels (e.g. 4,397, 
Chrysal, or the Adventures of a Guinea. It is not clear why Gold- 
smith’s Vicar of Wakefield and his Deserted Village should not be 
allowed as well as his Lives of Nash and Bolingbroke (2,832, 5,087). 

Adam Smith’s earlier works,2 even the doubtful Seneca 
(410, 1753), are here and the references to him are frequent. 
His connection with Balliol might have justified the inclusion of 
Canon Blacow’s Letter to the Principal of St. Mary’s Hall in 
Oxford, containing a particular account of the treasonable riot at 
Oxford in February 1747 (published London, 1755, by Griffiths), 
when Balliol men figured too prominently. The Jacobites had 
surely as good a right to admission into the Bibliography as 
Jesuits (2,583, 5,252) and Freemasons (2,412, 2,364). Adam 
Smith had left Oxford (1746) but must have heard the whole 
story without much sympathy with the Jacobites. He had a 
lively sympathy with the agitation for a Militia, about which the 
entries in the Bibliography might have been more numerous but 
for the Proviso. Perhaps the same hindrance kept out the curious 
Trial of a Student at the College of Clutha in the Kingdom of Oceana 
(Glasgow, printed by Jas. Duncan, 1768), giving the saucy reflec- 
tions of a Glasgow student on his professors, among whom Adam 
Smith was no longer included. 

Of the many tracts on the “ present state of affairs’ there 
seems to be one left out: ‘‘ Letters concerning the present state of 
England, particularly respecting the Politics, Arts, Manners and 
Literature of the Times”? (London, Almon, 1772, anonymous). 
Chapters XI, XII, XTIT, XIV, XV and XIX are strictly economic. 
A curious inadvertence in the text * (4,273) has been corrected in 
the Index. Another occurs where the Advocates’ Library does 
not get its new title of the National Library of Scotland (1929). 
There seem to be printers’ mistakes in numbers 24, 942 (for als 


1 Cf. 5,706 Shenstone on the African Slave. 

2 In the note on p. 195, year 1759, number 1,890, Moral Sentiments, the passage 
mentioned was dropped not after the first edition but after the fifth. The now 
penitent reviewer once fell into this trap himself. 

* Anderson for Ferguson. 
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read aus), 3,092, 3,204, 2,542 (for in read ein), and 6,628. But the 
book, considering its bulk and variety of languages, is wonder- 
fully free from such. Mr. Henry Higgs has deserved well of 
us all. 

One desideratum is left—a Subject-Index. It means heavy 
labour and it is not so truly essential as the two excellent Indices 
already provided. But it makes the book speak to many who 
have not time to go through it page by page. It may need to be 
deferred till the Bibliography covers a whole century instead of a 
quarter of it; but it might be kept in view, to be given if funds _ 


admit, for the more general benefit and gain in popularity. 
J. Bonar 


The Neat Five Years: an Essay in Political Agreement. (Mac- 
millan & Co. Pp. 320. 5s.) 


THERE is undoubtedly a very large body of opinion in Great 
Britain that is best described as “liberal” or ‘ progressive.” 
Some of it is still to be found in the ranks of the Liberal Party; 
but much of it is associated with other parties, or with none. A 
large section of the Labour Party’s membership is with it in 
spirit. So is the “rank and file,” such as it is, of ‘“ National 
Labour.” It includes a fraction of the Conservatives, and most 
of the active membership of such bodies as the League of Nations 
Union. The Neat Five Years is essentially a collective declara- 
tion of faith and policy by this powerful body of opinion. Its 
imposing list of signatures is drawn from all these groups, and is 
fairly representative of them, if allowance is made for the absten- 
tion of most of the active politicians. Broadly, The Next Five 
Years does fairly well lay down the policy which a good half of 
the active and intelligent section of the electorate would like to 
see followed in the immediate future. 

But—for there is a but—this policy, about which there is so 
wide a measure of agreement, has behind it no organised political 
power. The signatories have set down in this book the matters 
on which they agree; but they have made no minute as to the 
forces that hold them apart. If the Labour Party had never 
developed into a national party seeking an independent majority, 
if the Liberal Party of 1906 had remained intact up to the present 
time, the policy here laid down might have stood a reasonable 
chance of being largely put into force by a Liberal Government. 
But as matters actually stand it will not be put into force, 
because it is incapable of being translated into the policy of a 
Government commanding a parliamentary majority. It is far 
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too democratic to be adopted by any Conservative, or pre- 
dominantly Conservative, Government, and far too unsocialistic, 
and also too unconscious of working-class aspirations and states 
of mind, to become the policy of the Labour Party. It is very 
likely the policy that would, if it were put into force, command 
the widest assent. But it remains in the air, abstracted from 
current political realities. 

A good deal of its positive content is the common form of 
progressive projecting. A small Cabinet freed from departmental 
duties, an economic “general staff,” some sort of National 
Economic Plan, a National Investment Board, a National Hous- 
ing Commission, an extensive scheme of public works to combat 
unemployment, a higher school-leaving age—these and many 
more of the domestic proposals have appeared so often in pro- 
gressive utterances of recent years that their inclusion can be 
taken almost for granted. The “ socialisation ”’ of the Bank of 
England, coupled with freedom from day-to-day political inter- 
ference; public control, but not public ownership, of the joint 
stock banks; more extensive use of the methods of ‘ trade 
facilities ’’ and “‘ export credits”’; better provision of working 
capital for agriculture; reform of company law so as to secure 
fuller publicity about the affairs of large concerns and some 
degree of control over those which have properties of quasi- 
monopoly; an extension of the number of “ Public Corpora- 
tions’ after the model of the L.P.T.B. and the B.B.C.; co- 
ordination of transport services under tighter public control; 
more energetic State action towards compulsory reorganisation 
of depressed or ill-organised industries—all these familiar pro- 
jects, which are none the worse for being familiar, make their 
due appearance in this book. 

From home affairs the writers proceed to international 
policy. In this sphere, they write, in strong support of the 
League of Nations, of fuller use of the powers embodied in the 
League Covenant, and of collective security and a renewed 
attempt to promote agreed disarmament. This section inevit- 
ably “‘dates’’; for it was written before the Italo-Abyssinian 
conflict had threatened world peace. But it embodies, fairly 
enough, what has been said for years past from a thousand 
platforms on behalf of the League of Nations Union. 

Of course, the book is none the worse for not being original. 
Its aim is not to propose anything new, but to focus agreement 
on policies already often discussed, but in danger of being put by 
because there is behind them no sufficient concentration of 
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political forces. If Great Britain could be governed during the 
next five years according to the collective will of the signatories 
to this book, it would be governed to better purpose than it is at 
all likely to be in fact. It would be guided, hesitantly and with 
many issues shirked, in a broadly right direction. But can a 
workable political programme be made on these lines of eclectic 
reasonableness, on the assumption that, if the Government 
tackles the questions on which a sufficient measure of agreement 
can be found, up to the point to which they can be tackled 
without provoking violent antagonisms, the rest of the social 
situation will obligingly stay as it is? It might be a good thing 
if this could happen; but can it happen? Not unless there arises 
a leadership powerful enough to rebuild the Liberal Party and 
recapture for it from the Labour Party the allegiance of a large 
section of the working class; and is that likely? Doubtless, a 
Labour Government would, in fact, do many of the things the 
writers of this book propose; but it would do them in a different 
way, and do with them many other things which some of the 
signatories would keenly dislike. As an “ essay in political agree- 
ment” The Neat Five Years is both interesting and significant. 
But, even if Mr. Lloyd George throws in his lot with its policy, 


I see no chance of that policy sweeping the country. 
G. D. H. 


The Problem of Credit Policy. By EK. F. M. Dursry. (London: 
Chapman and Hall. 1935. Pp. 267. 10s. 6d.) 


Mr. DursBin has undoubtedly made a manful attempt to 
tackle the difficult problem of credit policy. He has brought 
ardour and enthusiasm to his task. For some of his practical 
conclusions he may well find wide agreement; for the general 
temper of the whole book there can be nothing but praise, and his 
concluding appeal that we should strenuously apply our rational 
faculties to these problems is reinforced by the example he has set. 

Part I consists of an analysis of the effects of monetary expan- 
sion and of the relation of saving and investment, preparing 
the way for a “choice of policy,” which turns out to be the 
maintenance of a constant level of money income per head. He 
considers and rejects alternative proposals for a constant price 
level and for a constant level of effective circulation (MV). The 
effectiveness of his own system implies that even in times of 
expanding output there should be no rise in the general level of 
money wages and salaries (except on the happy occasions when 
those types of earner are able to increase their relative shares of 
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the product). In the real world, however, rises in money wages 
and salaries are apt to occur, and for his plan to work smoothly 
he ought to have added a corollary that the monetary authority 
should by its own fiat be able to disallow such increases. He 
does indeed in one place (p. 138) begin to consider the view that 
the objective should be more broadly formulated, so that the 
monetary authority could take into account changes occurring 
de facto in the “ sticky ’’ rates of reward to factors of production. 
But he is led off this promising scent to consider the view that 
changes in the prices of primary factors occurring autonomously 
might be just so great as to allow, in times of expanding real 
income, a regime of stable prices. He rightly observes that 
“the possibility of this condition appearing in the real world is 
extremely remote.” But he does not add that the possibility 
of there being no changes at all is equally remote. This argument 
against a regime of stable prices can be turned with precisely 
equal force against a regime of constant money income per head. 
There is no escape from the fact that neither objective can be 
relied on to give the right result exactly, and that de facto changes 
of reward must be taken into account if planning is to be precisely 
accurate. Mr. Durbin argues as if one or other of these cut-and- 
dried objectives must be chosen and the via media were closed 
tous. But why should it be considered closed? And Mr. Durbin 
makes no attempt to show that it lies nearer to his path than 
to that of stable prices. 

The analysis (Chaps. IT and III) which precedes this ‘‘ choice ”’ 
is perhaps the least cogent part of the book. It suggests but does 
not sufficiently unfold and reveal some background of cogitation 
into which the reader is left un-initiated. 

Economic analysis is bound to start with some degree of 
abstraction. The merit of a particular piece of analysis depends 
not primarily on the correctitude of the chain of reasoning, but 
on the suitability of the abstractions made. In the course of 
reasoning alternative possibilities usually have to be considered. 
But in the case of Mr. Durbin’s reasoning these seem capable 
of such indefinitely extended proliferation that one cannot be 
sure that conclusions contradictory to those he reaches are not 
equally probable. Space forbids detailed examination of the 
arguments. One point may bejselected for;mention. 

Mr. Durbin’s great bogey is the expansion of producers’ 
credit. In tracing its baneful consequences he supposes an 
injection of new money at a particular point of time. He holds 
that this will cause first an expansion and then a contraction of 
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the output of capital goods and after the initial period an un- 
suitable expansion in the demand for consumption goods. It is 
important to bear in mind that he is making his analysis not to 
assess the merit of short-run reflationary measures, but in order 
to determine appropriate long-term policy, in order, in fact, to 
give rational grounds for the choice mentioned above. But, if 
this is his aim, it is clear that the supposition of a single injection 
of credit, or even of a series of such injections occurring after and 
before a static period is inappropriate. It is to be expected that 
a single injection will cause a disturbance in the whole system 
and give rise to a series of fluctuations (as described by Mr. R. G. 
D. Allen in a mathematical appendix). If Mr. Durbin had sup- 
posed a continuous flow of new producers’ credits, always con- 
stituting, for instance, a constant fraction of the monetary demand 
from other quarters, he would have reached very different con- 
clusions. He would not have found a consequential oscillation 
between the demands for producers’ and consumérs’ goods in 
subsequent periods. For since the antecedent causes springing 
from the injections are the same for period 2 as for periods 3, 4, or 
any other, the effects of the injections could not be different in 
these periods. The disturbances which Mr. Durbin traces are 
really due to the jolt given by an isolated injection and not to 
the fact that it is a producer’s credit rather than a consumer’s 
credit or any other sort of interference that is operating. This 
method of attack debars him at the outset from reaching any 
valid conclusion relevant to the aim of his investigation. 

In Part II (‘‘ Policy’’) the atmosphere becomes clearer. 
Mr. Durbin discusses the application of his leading principle to 
various contingencies, he gives an account of the additional 
factual data which the monetary authority would require—about 
the ease of attainment and relevance of which he is, however, 
perhaps too optimistic—and he discusses instruments of control, 
including bank rate, open-market operations and budgetary 
deficits. He makes short work of the gold standard in an excel- 
lent section. But it is for the last chapter that he reserves his 
big surprises. 

In his view trade recovery can proceed under the stimulants 
already mentioned a certain way without involving inflation and 
its aftermath. For him the danger point is reached when the 
level of prices has been restored to the level of costs, and—though 
I was unable to make out why these two points must be reached 
simultaneously—there is full employment in the consumption 
goods industries, but not in the capital goods industries. Mr. 
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Durbin’s recipe is ingenious and, if his diagnosis of the danger 
point were correct, would be appropriate. He proposes high 
taxation which will serve a double purpose. The proceeds are 
to provide employment for those still out of work in the capital 
goods industries, while its imposition will force up the rate of saving, 
or, in other words, prevent further increases in the demand for 
consumption goods, which, since there is already full employment 
in the consumption goods industries and factors of production are 
not readily mobile, would produce inflationary conditions there. 
In due time the authority should arrange for the transfer of 
resources to those industries (and could then presumably ease off 
the taxation). Mr. Durbin in effect claims to have discovered a 
method of continuing expansion after this danger point has been 
reached without provoking inflation. 

The crucial matter is his diagnosis of the danger point. Mr. 
Durbin is aware that in uncontrolled booms there is an expansion 
in the capital goods industries that cannot be thereafter main- 
tained in the normal working of the system. But it is by no 
means clear that this follows in time the attainment of full em- 
ployment in the consumption goods industries. There is reason 
to believe that the recovery in consumption itself provides an 
abnormal and temporary stimulus to investment, and that there 
will already have been an expansion of investment unmain- 
tainable by ordinary means before full prosperity in the consump- 
tion goods industries is reached. On this view the expansion of 
producers’ credit is an incidental by-product and not the cause 
of high activity in the capital goods industries. Mr. Durbin’s 
bogey is so firmly fixed in his field of awareness that he actually 
says in one place that there is common agreement among econo- 
mists that it is the primary cause of the trouble! (p. 222). His 
proposal to check consumption at a crucial stage in recovery 
rouses grave misgivings. It is safe to say that he will not find 
general agreement for his recipe until he has given a clearer, more 
convincing and comprehensive analysis of the process of recovery. 

Finally, he expresses the view that there is after all much to 
be said for a regime of stable prices and rising money incomes, and 
that if this could be achieved without the aid of producers’ credits 
it would be desirable. So he proposes for his long-period policy 
to supplement incomes by a budgetary deficit. There is little 
doubt that if he applied the same methods of analysis to injections 
of government money that he applies to injections of bank loans, 
he would find the same disturbing oscillations caused. But his 
proposals are interesting and courageous, The development of 
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his ideas preceding the composition of this book, to which he 
makes reference, is significant, and suggests the hope that a final 
clarification in this field of inquiry is not utterly remote. 
R. F. Harrop 
Christ Church, Oxford. 


German Monetary Theory, 1905-1933. By Howarp ELuis. 
(Harvard University Press. Pp. 457. $5.00.) 


Tue reader of Professor Ellis’ survey of German monetary 
theorists, who finds his own task somewhat exacting, cannot but 
admire the hardihood and endurance of the author. The German 
and Austrian writers from Knapp to Machlup are passed in 
review, and their interactions with the Scandinavian, British and 
American theorists are examined, with unflagging patience, and 
the book is by no means the compilation of a mere bibliographer, 
but contains painstaking exposition and criticism of each theory 
that is put forward. 

The first Part deals with theories of the nature of money. 
Knapp is acquitted of the absurdity of holding that the State 
determines the purchasing power of money, and the whole 
controversy connected with his name is clearly shown to have 
had nothing to do with the theory of prices. It was a branch of 
metaphysics rather than economics, though it was not conducted 
with the precision and conclusiveness which it might have 
attained in the hands of competent philosophers. 

Part II, with Schumpeter and Mises, introduces the theory 
of money in the English sense of the term; Part II surveys the 
inflation literature, and Part IV examines the cycle theory which 
came into fashion when the inflation was over. The authors 
are not arranged chronologically, but are grouped in each section 
according to the views which they express upon each topic under 
discussion. This is an arbitrary device adopted merely for the 
sake of reducing the welter of material to some sort of order. 
In some ways it is confusing and unsatisfactory, but it serves to 
bring out very clearly the moral (which Professor Ellis himself 
does not draw) that the present deplorable state of economic 
theory is largely due to the habit of economists of falling into 
“ schools of thought ’”’ each of which refuses to pay the slightest 
attention to what the other is saying. The German “ Currency 
and Banking Controversy ”’ of the inflation period provides an 
excellent example of how an argument should not be conducted. 
To take one instance, the quantity theorists were distressed by 


EC, 
yer 
gh 
ire 
tal 
9, 
or 
nt 
re 
e. 
of 
a 
n 
n 

l - 

n 
n 


730 THE ECONOMIC JOURNAL [Duc. 


the fact, triumphantly pointed out by their opponents, that 
prices rose ahead of the increased supply of money, and the only 
answer they could suggest was that prices rose because the 
public expected more notes to be issued in the future. This, as 
Professor Ellis points out (p. 294), is not only a very unplausible 
reading of popular psychology, but also deprives the Quantity 
Theory of all its force. On this view, to-day’s prices are not 
determined by the quantity of money in existence to-day, but by 
the quantity which the public expect to find in existence next 
week, and the M of the equations ceases to be a measurable 
entity. Yet the quantity theorists continued to reiterate their 
theory long after it had dissolved into mist. The followers of 
Helfferich, on the other hand, would have done well to learn 
from their opponents to meditate upon the truism that if the 
effective quantity of money does not increase, prices cannot rise. 
If the leading writers on each side had shown a desire to satisfy 
their critics, instead of a determination to shout them down, a 
solution would not have been far to seek and Professor Ellis’ 
book would not have been so disheartening to read. 

Concepts, as well as theories, are kept in idea-tight compart- 
ments. The rate of interest, for instance, belongs to the com- 
partment of the business cycle, and is not so much as mentioned 
in the first three Parts of this book. Professor Ellis quotes no 
comment upon one of the most remarkable features of the 
inflation—the fact that the discount rate remained below 5 per 
cent. into the middle of 1922. 

Professor Ellis treats his authors with a mild and unruffled 
tolerance, equally when he disagrees and when he agrees with 
their views. For instance, he early convicts Mises of the “ crass 
error of identifying purchasing power and the subjective signifi- 
cance of an individual’s money income” (p. 116) and yet con- 
tinues with unshaken confidence to treat his views as worthy of 
respect. The same leniency is accorded to ideas as to authors. 
In an admirable passage (p. 275) he exposes the moth-eaten 
condition of the purchasing-power parity theory of exchanges, 
yet cannot quite bring himself to hand it to the old-clothes man, 
and after showing, with great clarity, that the notion of a natural 
rate of interest is ‘‘ vacuous ”’ (p. 307), he continues to make use 
of it in his own analysis (e.g. p. 430). His criticisms are often 
shrewd but his constructive suggestions in the main are weak 
and timid. To select and synthesise all that is valid from the 
mass of conflicting and ambiguous arguments that Professor 
Ellis has studied with such care, would require a mastery of 
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theoretical analysis which he does not pretend to possess. A 
small but significant example of his inadequate theoretical equip- 
ment is to be found in a discussion of the theory of exchanges 
(p. 267), where he blindly follows Mises and other writers in 
assuming that when one country makes a loan to another the 
accumulation of capital in the lending country falls below what 
it would otherwise have been by the amount of the loan. This 
is clearly a greatly over-simplified view of what occurs. Addi- 
tional loan payments must lead to a corresponding increase in 
the foreign balance of the lending country. This may come 
about in two ways, either by an improvement in its international 
competitive position through a fali in its exchange rate or an 
induced reduction in its level of money wages, or by a check to 
home activity leading to reduction in its consumption of imports 
and possibly to an increase in its exports. If the first method 
is sufficient to produce the required surplus of exports there is no 
need for a permanent rise in the rate of interest of the lending 
country, and increased foreign investment can occur without any 
check to the rate of home investment. If this method is 
inadequate, stability will require a rise in the rate of interest 
which will bring the second method into play, but there is no 
reason to suppose that the consequent check to home investment 
will correspond to the amount of the loan. Only if all the 
industries of the lending country are already working to full 
capacity will the rate of interest which ensures stability be the 
rate which cuts down home investment to exactly the same 
extent as foreign investment is increased. Professor Ellis fails 
to emphasise the strange fact that not only orthodox writers but 
also such a heretic as Hahn (p. 331) assume that full employment 
is maintained even in the depths of a slump. 

But though his own contributions to the advance of monetary 
theory may not be regarded as of much importance, Professor 
Ellis’ book is of the greatest utility as a guide through the mazes 
of monetary controversy, and his unspoken advice as to what to 
read, and what not to read, will be of the greatest service to 
English readers who are anxious to miss nothing of value in the 
German literature, but who have no time to devote to unprofitable 
labours. 

JoAN RoBINSON 
Cambridge. 
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Great Britain and the Gold Standard: a Study of the present 
World Depression. By H. F. Fraser, M.A., Professor of 
Economics in Swarthmore College. (Macmillan. Pp. 206. 
8s. 6d.) 


PrRoF. FRASER admits that it is impossible to finance a great 
war without inflation, and that since the war gold has been ap- 
preciating in value relatively to other commodities, yet he thinks 
“it was only reasonable to expect that the inflated price-level 
of the war period should come down with a return to ordinary 
business activity,” and does not mention the arguments of Dr. 
Cassel and Mr. Hawtrey that prices should have been stabilised 
at double the 1914 level—or even higher. He agrees that sterling 
was over-valued after March 1924 owing to speculative movements 
of money, yet his only question is whether the pound should not 
have been “‘ sent to par by credit restriction through raising the 
bank rate,’’ and the alternative of devaluation to a tolerable 
parity is dismissed with the jejune remark that this was “ ruled 
out as not compatible with honesty or dignity.” 

There is no mention of the Genoa resolutions on currency, nor 
of Mr. Norman’s odd evidence before the Indian Currency Com- 
mission. The Currency and Bank Notes Act is said to have given 
us “‘a simple unified currency system which made for economy 
in the use of gold ” apparently because the new notes “ bore the 
historic promise of the Chief Cashier of the Bank ” and because 
gold coinage was not resumed; but all the criticism of the Act 
for maintaining obsolete forms, and immobilising the gold required 
to support the exchange against withdrawals of foreign balances, 
is simply ignored. And the only reference to the Macmillan 
Committee’s report is a derisive allusion to ‘“‘ the almost plaintive 
passages in which it was hoped that some people somewhere might 
do something to raise prices generally about 35 per cent.” 

The increase of $700 million (43 per cent.) in member bank 
reserve balances between September 1921 and 1929 is declared 
to be “ the really significant item ” in the crisis, as it permitted 
“the inflation which completely unbalanced American business 
and made the reaction inevitable,” but no figures are produced 
to show either inflation or lack of balance. Prof. Fraser apparently 
regards the great increases in total debits, common stock prices 
and brokers’ loans as adequate proof, and makes no attempt 
to deal with Mr. Hawtrey’s arguments against this view. 

Price-level stability is said to be “ a defective guide to monetary 
policy ’ because in periods of falling costs, ‘‘ such as that of the 
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past decade,” if prices do not fall proportionately, “‘ the way is 
open for a maldistribution of income which will lead to serious 
dislocation.”” Prof. Fraser finds the wholesale price indices 
unsuitable for registering this inflation, because they are heavily 
weighted by international trade products, the trend of which was 
falling, and he therefore resorts to the statisticians of the N.Y. 
Federal Reserve Bank, who “ calculated a rise of about 10 per 
cent.—in eight years—in the general price-level, which includes 
a number of items not included in the wholesale index of the 
Bureau of Labour.” But the items in this “ general ’’ index 
that rose were rents and wages, which are inappropriate for in- 
clusion in an index designed to show the effects of changes in the 
supply of money, and which, moreover, constitute the greater 
part of the costs that Prof. Fraser supposes to have been “ greatly 
lessened.”’ If he had really wanted a price index of manufacturers 
there was one compiled by the National _Bureay of Economic 
Research; unfortunately for his argument, however, this showed 
a fall of 7 per cent. from 1925 to 1929. 

According to Prof. Fraser, the maladjustments between pro- 
ducers’ and consumers’ goods constitute “‘ the very heart and core 
of the business cycle.”” He seems to be unaware that the applica- 
bility of the Hayekian theory to the crisis rests on the peculiar 
assumptions that a considerable part of the new investments 
was not provided by voluntary savings, and that the factors of 
production were fully employed. But the proportion of fixed 
capital in the United States financed by credit creation and not 
out of savings was relatively negligible, about 10 per cent. of 
the working population was unemployed in the boom year of 
1929 and the Brookings Institute’s investigation of America’s 
Capacity to Produce indicates that there was a general surplus 
capacity of some 20 per cent. even then. As for the alleged 
“ maladjustments,” the Cleveland Trust Company’s comparison 
of the deviations from normal of representative durable and con- 
sumption goods shows that these movements have always occurred 
together, not inversely ; and an examination of the rates of change 
in output of producers’ and consumers’ goods, 1919-29, by Leon 
Kuvin in the Analyst, reveals no evidence of disequilibrium. 
Finally, in reply to a criticism by A. H. Hansen and H. Tout, 
Prof. Hayek has admitted that the idea of ‘“‘ neutral money ”’ 
may have no significance for practical policy owing to the exist- 
ence of fixed costs, ete. (Hconometrica, April 1934.) 

Like Dr. Benham, with whom he “‘ faces the facts ”’ several 


times, Prof. Fraser is outraged by the rigidity of British wage 
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rates after 1925, and by ‘the extreme unwillingness to carry 
through a deflationary policy,” for which ‘“ the only real cure is 
' the experience of a genuine inflation”! For when the Kredit 
Anstalt failed, the Bank of England “ actually lowered its rate 
to 24 per cent.” But he does not mention the fact that the 
New York rate had just been reduced to 14 per cent., or that 
the Bank of France had held its rate at 2 per cent. since the 
beginning of the year. Our failure to “ push the rate up to 8 or 
10 per cent.” in July suggested that we would not make “a real 
fight for the gold standard,” thereby “increasing the panic 
feeling.” Prof. Fraser cannot conceive that such a rate might 
easily have alarmed instead of reassuring foreign bankers, that 
it would almost certainly have induced a panic at home, or that 
it would inevitably have caused a further and more violent fall 
in world prices. His only reference to the £80 million credits 
raised by the Government in August is that this ‘‘ became neces- 
sary,” but he does not seem to have heard that the Bank had 
borrowed £50 million at the end of July, thereby giving more 
conclusive evidence of a desire to maintain gold payments than 
by any raising of its rate. 

What the results of an attempt to “ force adjustment ” might 
have been he does not consider, though he refers to the demonstra- 
tion at Invergordon against reductions in the pay of the Navy. 
Sir Thomas Allen and Mr. Bevin, whom he attacks for being 
“ willing enough to face a reduction in real wages . . . by in- 
flation,’’ were aware that moderate inflation, like deflation, 
does not affect the purchasing power of wages to any considerable 
extent, and they showed a common sense, sadly lacked by their 
critic, in preferring an improvement in trade and employment 
to the negligible gain offered by a slightly higher real wage. 
For it is not ‘“ real wages’ that those who propose devaluation 
want to reduce, as he asserts, but wage costs—a very different 
ratio. 

At the beginning of 1933, Prof. Fraser noted with satisfaction 
that “‘ the optimistic expectations based upon an undervalued 
pound have not been realised,” but he compares the figures of 
foreign trade and unemployment for the first halves of 1931 and 
1932 without mentioning that bank rate had been maintained 
at 6 per cent. for five months ending February 1932, and that it 
was not reduced below 3 per cent. until May. 

There seems to be inversion of statement in regard to 
exports (p. 124), and costs (p. 178). And there is not much 
sense in claiming that “‘over-saving brings on the boom ” 
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when its direct result is to intensify the slump. No index is 


provided. 
GEOFFREY BIDDULPH 


The Gold Standard and Its Future. By T. E. Gregory. 
(London: Methuen & Co. 1934. Pp. ix-+ 184. 6s.) 


The Gold Standard and Its Future has grown in its third edition 
by two chapters ; a concise account of ‘‘ The Case of the U.S.A.” 
and a useful summary of “ The Gold Standard in Official Litera- 
ture.” The earlier part of the book has been considerably revised 
and brought up to date, and the concluding chapter on “ The 
Future of the Gold Standard” has been rewritten. Professor 
Gregory maintains his original thesis in the light of the events 
which have occurred since the book was first published at the 
end of 1931. 

He regards the prevalent restrictions upon international trade 
as a cause, and not merely as a consequence, of the world slump, 
and therefore holds that if a monetary conference representing 
US.A., Great Britain, Japan, France and Germany were called 
at the present time a restoration of the gold standard might be 
arranged which would by itself promote to a considerable extent 
a revival of world economic activity. 


An Introduction to the Study of Prices. By Str WALTER T. Layton 
and GEOFFREY CROWTHER. 2nd Edition. (Macmillan. 
Pp. xiv + 273. 8s. 6d.) 


THE new edition of An Introduction to the Study of Prices, 
which had been out of print for some years, consists of a revision 
of the original work, with an addition of three chapters : “ Prices 
from 1915 to 1922,” ‘‘ Prices from 1922 to 1933” and “‘ General 
Considerations.”’ In the last it is argued that, while the need for 
some mitigation of price movements has become both more 
obvious and more pressing since the book was first published in 
1912, the hope of achieving it is as remote as ever. The charts 
and statistical tables have been brought up to the end of 1933. 


The Burden of Plenty. Edited by GRanamM Hutton. (London : 
Allen and Unwin. 1935. Pp. 157. 4s. 6d.) 


Tus is a series of talks organised by the B.B.C. last winter 
considering the nature of the “ Economic Problem,” now pub- 


lished in book form, edited by Graham Hutton, who has also 
written an introduction and a conclusion and brief commentaries 
at the end of each chapter. 
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The contributors are economists of varying standpoints, 
agreeing only that the problem is a very concrete one and that the 
capacity to produce greatly exceeds actual consumption and that 
the solution is not to reduce the Plenty. Mr. Henderson, Mr. 
Brand and Prof. Robbins agree in wishing for the removal of 
artificial checks to international intercourse and a return to freer 
enterprise. Sir Arthur Salter believed in modified planning, in a 
“purposive direction,” 7.e. State control of the main branches 
of production and a National Investment Board. Mr. Orage is 
a protagonist of Social Credit, and Mr. Hobson upholds the Under- 
consumption theory. Mr. Dalton, from the point of view of a 
social reformer, and Mrs. Wootton, demand more radical changes 
and advocate a planned state, such as exists in Russia. 

The book is intended, as were the talks, to appeal to the reader 
with no technical knowledge of the subject. Though the style 
is at times irritating, the exposition of the problem is clear and 
stimulates thought. It would be useful for purposes of teaching 
in schools, adult classes, and the like. 


Europe’s Crisis. By ANDRESIEGFRIED. (JonathanCape. 1935. 
Pp. 128. 5s.) 


In these days “crisis” is a much overworked and sorely 
abused word. The Concise Oxford Dictionary defines crisis as 
“a turning-point,” or, again, as “‘ a moment of danger or suspense 
in politics, commerce, etc.”’ M. Siegfried has quite unjustifiably 
applied this term to certain ultimate or long-period tendencies 
which he discerns in the world to-day. The fate of Europe is 
for him, as for the rest of us, shrouded in uncertainty, and he calls 
this state of uncertainty ‘‘ Europe’s crisis.”’ 

The main thesis of this little book is that the long-standing 
hegemony of Europe (M. Siegfried is nowhere very precise as to 
the sense in which Europe is to be regarded as a homogeneous 
entity) in the world is threatened by the growth of American 
influence on the one side and by the rise of Japan and the coloured 
races on the other. What future, he wonders, has Europe in a 
world ridden by economic nationalism, repudiating the inter- 
national division of labour, and developing different values from 
those for which Europe has stood in the past? He does not 
attempt to answer the question thus posed, though he suggests 
that ‘“‘ Europe’s’’ fate need not be too black provided that “she” 
remains true to “‘ her ’’ own sense of values and does not attempt 
to imitate America or the East. 

The foregoing summary does not perhaps sufficiently indicate 
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the fact that the argument is almost entirely based on economic 
considerations. Unfortunately M. Siegfried simply has not the 
equipment to achieve anything of constructive value in this 
direction. His economic knowledge, as here revealed, does not 
go beyond the superficialities of the journalist—a very intelligent 
journalist, it is true, with all the lucidity and grace of the Latin 
mind, but none the less a journalist. 

On the one side he leaves untouched many of the problems 
which an economist, looking ahead, would most want to discuss— 
even in the non-strictly economic field there are glaring omissions, 
such as the ignoring of war within Europe (as distinct from the 
economic consequences of the last war) as a factor in the situation. 
On the other side, he adopts a completely uncritical nineteenth- 
century attitude towards such economic issues as he does discuss. 

It would, of course, be absurd to complain of not getting a 
learned treatise when what is offered is a very short essay on a 
wide subject. But M. Siegfried’s real failure lies in the fact that, 
in his réle of questioner, he has not known what were the right 


sort of questions to ask. 
C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


Controllo delle materie prime e derrate agricole. By Mario Otto- 
LENGHI. (Firenze: Casa Editrice Polegrafica Universitaria. 
1935. Pp. 250. 20 lire.) 


Sienor Ottolenghi has collected a large amount of information 
respecting the measures adopted in recent years for the control of 
a number of raw materials—rubber, sugar, coffee, wheat and 
cotton. 

His information is derived largely from the published works 
of Mr. Rowe and other authorities on the subject, and there is 
not much evidence of independent and original research. How- 
ever, his book has the merit of tracing back each of the schemes 
to its origins and of placing it well in its broad setting. If this 
work cannot be said to add anything of note to the problems it 
discusses—and least of all on the theoretical side—it does bring 
together in a convenient form the available facts drawn from a 
large number of different sources, and presents a coherent and 
clear narrative of the evolution of the various schemes of control. 


C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 
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Die Grenzen der Wirtschaftspolitik. By Oskar MorGENSTERN. 
(Vienna: Julius Springer. 1934. Pp. 134. RM. 4-80.) 


THE purpose of this work is to set out to a wider circle of 
readers the relations of economic theory to economic policy; 
the extent to which theoretical research can be made the basis 
of State policy. In the main, Professor Morgenstern presents a 
well-known point of view. Economic theory, he emphasises, is 
*‘ neutral” between different ends, consequently no conclusions 
as to the desirability or otherwise of particular economic policies 
can be derived from the body of theory as such. Neither 
Liberalism nor Socialism—*“ the two rigid systems of Wirtschafts- 
politik ’’—can properly seek support from the laws of economics ; 
since both are implicitly based on some kind of value judgment. 
(Professor Morgenstern carefully dissociates himself from any 
advocacy of laisser-faire based on the ground that an optimal 
distribution of resources is achieved by the automatism of the 
free market; those results which the market mechanism tends to 
bring about are also only desirable in relation to particular 
ends. The only presumption in favour of laisser-faire is based 
on negative grounds: that under a regime of economic freedom 
the State is less liable to make mistakes.) What economic 
theory, however, can do is to examine particular economic 
policies with respect to their consistency; whether the various 
actions of the State are not self-contradictory, and whether the 
aims which the State simultaneously pursues are such that they 
are simultaneously attainable at all. Consistency of ends and 
consistency of the means adopted towards these ends are thus 
the sole criteria of approval by the economist. His own position 
is best summed up towards the end of the book (p. 127) :— 
“It should not be expected from the scientists that they should 
formulate programmes—this is the task of the practician— 
but the programmes formulated should be submitted to the 
scientists’ examination and opinion, so that they should be 
able to say what there is to say about them from the scientific 
side.” 

In later chapters the author examines in more detail the 
inherent difficulties, partly economic, partly sociological, which 
confront any sort of economic policy aiming at consistency. 
All State action has indirect as well as direct effects; these 
indirect effects are generally diffused, and therefore in any case 
less perceptible than the direct effects; they also require a longer 
period of time to exert their influence. For these reasons they 


1935] MORGENSTERN: GRENZEN DER WIRTSCHAFTSPOLITIK 739 


tend to be ignored by the very authority which is responsible 
for them; and thus Governments are continuously found adopt- 
ing measures which, on balance, have opposite effects from those 
at which they are consciously aiming. Moreover, there is a 
cumulative tendency towards such interventions of the wrong 
kind in the modern State. The parts dealing with this problem, 
where the author is obviously drawing upon his own Central 
European experience, are perhaps the most interesting in the 
book. Sectional interests—‘‘ industries ’’—tend to organise them- 
selves into associations which can exert an influence over the 
State out of all proportion to their real importance to the com- 
munity. The fact that the favourable effects of whatever action 
they demand are generally immediate and concentrated (thus more 
perceptible) makes the State—always bent on creating a favour- 
able impression of its “activity” on public opinion—all the 
more liable to succumb to them. Even if all sectional interests 
become thus organised and are all represented on ‘“‘ Economic 
Councils,” it would be idle to suppose that they hold each other 
in check. On the contrary, for strategic reasons, they generally 
prefer their own opposition to any particular measure to be 
bought off by securing the consent of other groups for further 
protective measures for themselves. The State thus inevitably 
tends to become the prey of sectional interests; its own actions 
tend to be determined by a bargaining process of outside 


groups. 
Professor Morgenstern ends up by a chapter consisting of a 
spirited attack on the “vulgar economists’: people with 


inadequate theoretical training representing themselves as ex- 
perts, whose growing influence is partly responsible for the 
enormous sins that have been committed. They are the true 
enemies of economic science; it is their activity which dis- 
credits economics in the eyes of the public and causes the warn- 
ing counsels of responsible economists to be ignored. Any 
future improvement in the standards of State economic activity 
presupposes their disappearance from public life. 

All this, of course, must be heartily endorsed. Yet it is 
questionable whether the disillusioning and depressing effect 
this book must inevitably leave behind on the mind of the general 
reader, to whom it is primarily addressed, necessarily follows 
from its subject-matter. Professor Morgenstern’s book, in a 
sense, is little more than an agglomeration of warnings; and 
recent experience certainly suggests that of warnings one can 
never have enough. But warnings are generally more effective 
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when accompanied by positive guidance; and when it comes to 
“do’s””’ rather than “don’t’s,” Professor Morgenstern has little 
to convey. A long chapter is devoted to the “‘ Besonderheiten 
der Konjunkturpolitik ”; it apparently aims at demonstrating 
what kind of trade cycle policy an economist could approve of ; 
yet practically the only advice which he is able to tender is 
that State budgets must not be allowed to expand in boom times 
and should be rapidly contracted during depressions.1_ He seems 
to be very sceptical about any kind of price-stabilisation schemes, 
in fact of any kind of monetary policy designed to stabilise 
trade; and his opinions frequently take the form of obiter dicta 
in cases where he is touching on scientific issues which are still 
highly controversial. 

Professor Morgenstern could reply, and in fact he frequently 
reminds the reader, that this ‘‘ negativeness ”’ necessarily follows 
from his own unassailable methodological position. No doubt 
theory is “ wertfrei”’; economics as such cannot determine what 
the State should do. But might economists not postulate certain 
ends in the same way as economic theory postulates the presence 
of certain conditions? So long as the politicians and the public 
remain as vague and inarticulate about the ends they aim at as 
they now are, and so long as they are so ignorant about the 
effects of different methods, it is not enough for the economist 
to wait until proposals are submitted to him for examination. 
It is his duty to show the ways in which a constructive and 
consistent State policy can be achieved—at any rate when he 
believes, like Professor Morgenstern professes to believe, that 
wisely chosen State intervention can increase economic welfare 
and not merely diminish it. One of the reasons why Govern- 
ments are so liable to succumb to illicit temptation and adopt 
interventions of the wrong kind is because they know so little 
of interventions of the right kind. It would be unfair to say 
that economists (“‘ of the right kind ’’) never propose, or advocate, 
anything; but they rarely take the trouble to go beyond the 
most preliminary stages. No doubt, to the extent to which 
economists lend themselves to the advocacy of concrete pro- 
posals, they imperil the supreme authority of economics as a 
science. But, as Professor Morgenstern assures us, this authority 
is already at a very low ebb, owing to the activities of “ vulgar- 

1 He even suggests that from an economic point of view, the authoritarian 
State might be superior to a democratic one; since the latter, by its inability 
to reduce the budget, generally prolongs the depression: ‘‘ a conclusion which 


follows as a matter of course from an examination of the present conditions in 
Europe ” (p. 130). I wonder of which countries he is thinking ? 
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economists.” It is unlikely to rise again merely by adopting a 
still more reserved attitude towards public affairs. 
NicHoLtas KALDoR 
London School of Economics. 


Statistical Confluence Analysis by means of Complete Regression 
Systems. By Ragnar Friscu. (Oslo: Universitetets 
Okonomiske Institutt. 1934. Pp. 192.) 


THE term confluence analysis is used by Professor Frisch to 
describe the treatment of a statistical problem of great importance 
in the economic field, the problem of determining from actual 
data what linear or other relations exist in a given set of variable 
quantities. We have here a problem of “ significance ’’ and two 
different aspects must be carefully distinguished and considered. 
There is, firstly, the question of the significance of the variables 
themselves as regards their inclusion in, or exclusion from, the 
relations to be derived, and, secondly, the question of the signifi- 
cance of the coefficients in the relations when derived, taking 
account of the fact that random disturbances are present in the 
data. Tests of significance in the second sense are familiar 
enough throughout statistical analysis, but it is useless to apply 
them to the present problem until the significance of the variables 
themselves has been established. And it is in this respect, as 
Professor Frisch points out, that all statistical inquiries of the 
kind considered are to be found wanting. 

Having decided to connect the variables of a given problem by 
linear relations, we then have to determine whether the relations 
obtained from the data include all the systematic influences 
and nothing else. If too few variables are included in a linear 
relation, then the coefficients of the relation (found by a re- 
gression method) have a systematic bias and the effect of some 
relevant variables has not been disclosed. On the other hand, 
if a greater number of variables is included, it may happen that 
there exist, not one, but two or more linear relations between them. 
To fit a single linear regression to the data is then a meaningless 
procedure and any results obtained must be fictitious. 

The main problem of confluence analysis is thus to find just 
those variables, out of the total number possible, which can be 
related significantly by means of regression equations. In the 
present work, Professor Frisch has succeeded in elaborating what 
is undoubtedly a comprehensive and reliable method of tackling 
this problem. His method depends on ideas which are essentially 
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simple and reasonable and it can be applied without much 
difficulty. The drawback of the method is that the necessary 
numerical work, even with the technique developed and described 
by Professor Frisch, is exceedingly heavy when more than two 
or three variables are related. This is inevitable from the very 
nature of the problem. 

The theoretical basis of the method has not yet been fully 
worked out by Professor Frisch. He gives, however, a theoretical 
development which provides some support for the method he 
recommends and also includes an account of other possible criteria 
of significance. In the course of this development, many interest- 
ing side questions are considered and statisticians should notice 
particularly the conditions under which different regression 
equations represent the ‘true’ regression and the relation of 
these conditions to the “least squares” method of finding 
regressions from actual data (pp. 65-70). 

Economists will be mainly interested in the application of 
Professor Frisch’s method to American consumption data with a 
view to the evaluation of the “‘ marginal utility of money ” (pp. 
147-69). Using the construction described in New Methods of 
Measuring Marginal Utility (1932), Professor Frisch obtains 
results which are clearly inconsistent. This failure leads him to 
consider the possibility of substitution in consumption and 
to suggest a method of allowing for substitution effects. This is 
not the place, however, to discuss the validity either of the 
construction as a whole or of the particular method of allowing 
for substitution. A complete account of the work done for Pro- 
fessor Frisch and his associates in this field is reserved for separate 
publication, and criticism at this stage would be untimely. 

R. G. D. ALLEN 
London School of Economics. 


Are Trade Unions Obstructive? An Impartial Inquiry. (London : 
Gollancz. 1935. Pp. 349. 5s.) 


THE six inquirers are Professor Hilton, Dr. J. J. Mallon, 
Mr. S. Mavor, Mr. Seebohm Rowntree, Sir Arthur Salter and Mr. 
F. D. Stuart. This is an impressive committee, and obviously 
well qualified for the job which they set themselves, namely, to 
ascertain the facts underlying the common allegations concerning 
obstruction in the industrial machine created by trade-union 
stipulations as to the conditions of employment inindustry. “To 
ascertain the facts, present them, ponder them and comment upon 
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them was the one and only purpose of this inquiry,” and it may be 
said at once that the committee has faithfully kept to this purpose. 
A group of thirteen representative industries was selected for 
study : the building, coal, cotton, docks, electrical, engineering, 
furniture, glass, iron and steel, printing, railways, shipbuilding 
and woollen and worsted industries. The method of inquiry in each 
industry was, first to examine the existing collective agreements, 
secondly to interview the employers’ organisations, and thirdly 
to present a statement of the employers’ case to the trade unions 
for comment and to interview leading union officials. ‘The method 
of inquiry was thus uniform in each case : the method of present- 
ing the results is equally uniform. Each of the chapters on 
particular industries is divided into four sections: the first is a 
survey of such general facts concerning the industry as are relevant 
to the inquiry; the second sets out the employers’ point of view ; 
the third gives the trade-union reply, and the fourth is a short 
summary by the investigators. In each case the second and third 
sections are divided into three sub-headings: recruitment and 
utilisation of labour, hours and wages, and general conditions 
affecting output and efficiency. (It may be observed that the 
general level of wages is excluded from the investigation, and 
wage issues are confined to particular rates out of all relation to 
rates in comparable occupations.) These thirteen chapters on 
particular industries are preceded by an explanatory intro- 
duction, and in the last chapter the committee draw their own 
deductions. 

It is easy to criticise this book fairly and unfairly, reasonably 
and unreasonably. But after due reflection, one reader at least 
feels dissatisfied with the general results, though at the same time 
grateful for what has been achieved, especially in view of the 
formidable difficulties of the task. The chapters on particular 
industries supply a good deal of useful data, of which students of 
industrial relations have so far been aware only in rather vague 
forms, lacking definition and concrete reality. But there is little 
attempt at quantitative measurement of the problem in these 
particular industries, though it is shown that the amount of union 
obstruction varies greatly, as of course does its character. Every- 
one knows that in certain industries trade-union obstruction 
exists : what we want to know is whether its amount is worth 
bothering about, and if so, how it can fairly be eliminated. Here 
the summary nature of the investigations yields us little, though 
some, help: to give just a single example, a total of about two 
pages in several fragments on the more looms issue in the cotton 
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industry is unlikely to take us very far, and it naturally does not. 
Moreover, the case for a wide but summary survey must rest 
upon the value of the generalisations obtained; but here is the 
greatest disappointment of all. The moral is not that the 
investigations were worthless, still less unnecessary, but that they 
were not pursued in the right way and/or to the requisite extent. 
This book indeed emphasises the great difficulties of collective 
research even by the most distinguished and individually well- 
qualified persons. Nevertheless, we must be grateful to the 
committee for providing us with a good deal of useful data, which 
is not to be despised, and for providing some future student of the 
subject with a good jumping-off ground. 
J. W. F. 
Pembroke College, 
Cambridge. 


Social Administration, Including the Poor Laws. By Joun J. 
CuaRKE, M.A., F.S.S. (London: Pitman & Sons. 2nd 
Edtn. 1935. Pp. lxxvi + 776. 15s.) 


THE extension of the social services is by common consent 
one of the most remarkable developments of our age. It is the 
more remarkable in that this mass of State intervention, State 
assistance, and communal provision has been carried out in the 
main by Conservative and Liberal Governments—though partly, 
no doubt, under Socialist pressure, partly perhaps with the object 
of ‘‘ dishing the Socialists.” Those who oppose it on principle 
to-day are but a tiny minority—diehards of the Charity Organ- 
isation Society, eugenists who bewail the fostering of the unfittest, 
economists who see in unemployment insurance not what the 
late Lord Melchett called “a bulwark against revolution,” but 
an obstacle to wages going down as and when they ought to. A 
much larger number, of course, are uneasy on financial grounds, 
and will continue to advocate the cutting down of the cost of 
the social services or to resist their extension. And there are 
Socialists, too, who look askance at demands for more and more 
eleemosynary Socialism. But the social services, as Mr. Arthur 
Greenwood says in his foreword to Mr. Clarke’s book, have 
become an integral part of our national life; and no one seriously 
imagines that the tide has yet reached its full or that it can be 
stemmed. There are new developments such as Family Endow- 
ment (which has already been established in several other coun- 
tries), and there are reforms in existing services, e.g. Health and 
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Unemployment Insurance, which, under one Government or 
another, will assuredly be put on the Statute Book in the not 
distant future. 

Mr. Clarke’s book is the first attempt, he claims, to bring 
together in one volume all the social services, major and minor. 
Its largest section, covering some 250 pages, deals with the Poor 
Law and Public Assistance, and is a revision of an earlier work 
published under the same title some years ago. Other chapters 
are devoted to public health, housing and planning, child 
welfare, the feeble-minded, Factory Acts, Trade Boards, unem- 
ployment, insurance and pensions. There is an excellent index 
and a useful, though not quite so good, bibliography. In his 
account of the law and practice Mr. Clarke maintains a high 
standard of accuracy. He is not up-to-date in every detail (e.g. 
he does not deal with the fiasco of the Unemployment Assistance 
Board over the Means Test, or with the London County Council’s 
new system of administering public assistance). But for this he 
clearly cannot be blamed; the world will not stand still when an 
author goes to press. What perhaps does lay him open to some 
criticism is his ambition. He does not confine himself to an 
account of things as they are; he goes far and wide into history 
and theory. This in general adds to the value and interest of 
the book, and some of it indeed is necessary. But it involves a 
lot of close ‘‘ potting,” and, able potter though he is, Mr. Clarke is 
not invariably successful. His outline of the development of the 
Poor Law, for example, is good; decidedly less good are the 
paragraphs in which we are taken back to the origins of Roman 
law (and in which incidentally we come upon the odd statement 
that “in the history of the Greeks there may be discerned traces 
of human philosophy ”’). Some of this, or of the compendium of 
economic theories that we get in another chapter, might surely 
be spared to make room, say, for more detail on a matter like 
the Agricultural Wages Boards, which are inadequately treated. 
But the defects of the book weigh light against its qualities. 
Used judiciously, as the basis of, and not a substitute for, deeper 
study (Mr. Clarke would be the first to agree about that), it will 
be invaluable to the student of social administration. And its 
comprehensiveness and clarity should make it a first-rate refer- 
ence book alike for the professional and the layman. 

C. M. Lioyp 
London School of Economics. 
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The Thrifty Three Millions: a Study of the Building Society 
Movement and the Story of the Abbey Road Society. By 
Str Harotp Bettman. (London: Macmillan. 1935. Pp. 
xii + 357. 5s.) 


Building Society Practice. By G. S. Ritey, B.Com. (London). 
Foreword by Sim Enocu Hitz. (London: Macmillan. 


1935. Pp. xvi-+ 228. 10s. 6d.) 


THESE two books deal with different facets of the Building 
Society movement. Sir Harold Bellman is concerned with its 
general growth, which has been specially marked since 1918, and 
with the big part the societies have played in dealing with the 
post-war housing problem. His book is published to commem- 
orate the centenary of the Abbey Road Society and so combines 
a history of this Society with a general treatment of the develop- 
ment and present structure of the whole movement as Mr. Riley 
is concerned to fill a particular gap in building society literature, 
since “so far no serious attempt has been made to set out in 
detail the organisation and working of a modern society.” 

One difficulty in dealing with such a movement arises from the 
number and variety of individual societies. Mr. Riley meets this 
on the whole satisfactorily by describing a representative society 
and indicating the chief differences between the various types. 
Sir Harold Bellman is perhaps also a little inclined to imply that 
the methods and practice of societies like his own are more typical 
of all than may in fact be the case. He rightly stresses the value 
of the movement as a form of “ directional ”’ saving for a particular 
purpose, whereby not only the savings, but the use of them, is 
organised, thus eliminating or at least minimising the lag be- 
tween saving and investment. Post-war years, moreover, have 
given the movement special opportunities ; and, more recently, the 
world depression has diverted to it an abnormal flow of savings 
owing to stagnation in many of the usual fields for investment. 
Sir Harold indeed is specially interesting when he deals with such 
changes as the growing importance of the investor as compared 
with the borrower. ‘“‘'The borrowers in a building society are in 
most instances little more than nominal members. . . . Instead 
of all members being expectant borrowers . . . the two classes are 
now distinct, the investors usually outnumbering the borrowers 
and monopolising the profits.”” Moreover the societies are now 
attracting a more substantial type of investor who uses them not 
to acquire a house, but as a form of investment, and the rates of 
interest paid and the security, especially against capital depreci- 
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ation, make the societies extremely helpful to this type of 
investor. 

One result is that relatively little is said of the borrower. 
The author stresses the interests of investors and depositors, and 
this may also be the policy of the societies. It is suggested, 
for instance, that by lower interest rates the societies could 
have extended home-owning even more than they have done. 
Sir Harold defends their policy on this and other matters. British 
interest rates, too, seem lower than in the Dominions and foreign 
countries. But the evidence that the societies have had to 
restrict investments from time to time suggests that a policy 
of lower interest rates might have been practicable and advan- 
tageous. It also seems possible that the societies ought to do 
more to advise borrowers regarding the price and quality of the 
houses which they purchase than they do in the ordinary course 
of protecting their own investments. Mr. Riley indeed seems to 
favour a non-committal attitude towards requests for advice on 
matters of price. But it might be suggested that the societies make 
more active use of their expert knowledge to help their borrowers 
and so contribute more towards raising the standards of housing. 

The concluding chapter of Sir Harold Bellman’s book deals 
with the progress of building societies in the Dominions and 
foreign countries. He does not generally make any direct com- 
parison with British practice, but gives sufficient information to 
enable the reader to do this for himself. Some of the differences 
are interesting and significant. There is also a useful series of 
appendices. 

Mr. Riley’s aim is primarily to describe actual practice. His 
treatment is mainly based on the work of the chief departments 
of a building society with special chapters on Audit, Income Tax 
and the use of machinery. He gives a useful description of 
Building Society Law. Generally speaking he limits himself to 
description and eschews criticism, but there is an able short 
criticism of possible lines of policy in dealing with branches and 
agencies. His book should be specially useful to small or newly- 
formed societies and to branch and other subordinate officials. 

N. B. DEARLE 


The New Survey of London Life and Labour, Vol. IX. Life and 
Leisure. (London: P. S. King & Son, Ltd. 1935. Pp. 
xiv + 445. 17s. 6d.) 


Tus closing volume of the New Survey of London breaks 


fresh ground because it “‘ passes from the study of Londoners as 
No. 180.—voL. XLyv. 3c 
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earners, spenders and consumers of material commodities to the 
survey of their pursuits of leisure, using the word in its broadest 
sense.”’ This fact itself indicates real progress since the Booth 
survey. For improvements in standards of living and the shorten- 
ing of the hours of labour have given the Londoner both increased 
leisure and the means to use it. But, as the introduction points 
out, leisure in the widest sense includes the various opportunities 
for spiritual, intellectual and cultural activities. Pessimists, 
indeed, have doubted whether, given the leisure and the greater 
resources, there existed the education and culture to put them to 
good use. Others questioned whether there was the necessary 
institutional equipment. But, happily, the demand has created 
the supply. The development of educational institutions and of 
scouts and clubs and the rise of new interests followed the in- 
crease in material well-being. 

The reasons for this are various. The growth of education 
has itself created an urge for better things. ‘There has been much 
work and planning to this end both by public authorities and by 
voluntary agencies, and their concurrent expansion may be noted. 
Further, one of the greatest evils of poverty is the narrow range of 
interest and the monotony of life that it involves. So the desire 
for higher things was often latent and waiting the opportunity for 
satisfaction. And important new interests, provided often by 
private enterprise, were growing up, like the two great organi- 
sations of the cinema and the wireless, whilst cheap travel has done 
much for the hiking and holiday habits. But although both 
provision for the new needs and the will to use them were at 
hand, neither is by any means complete and there is still much to 
do. Scouts and clubs, for instance, are by no means able to 
provide all the requirements of the adolescent. Often, indeed, 
they are least adequate in the poorest boroughs and districts, 
though Stepney and Bermondsey seem to be well provided for. 

This closing volume worthily crowns the work of the Survey, 
and, like its predecessors, is written with real sympathy and 
understanding. The Director’s introduction is, as always, 
admirable and he has successfully woven into a unity the contri- 
butions of a team of writers of character and individuality. All 
have done good work, though naturally the level of quality 
varies. Certain matters, indeed, like the records of various 
institutions, permit of less graphic treatment than do others. 

The body of the book is divided into four parts. The first 
deals with the Pursuits of Leisure, which include adult education. 
The chapter on Holidays and Outings illustrates very well the 
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existing conditions. Many workers enjoy holidays with pay. 
But many do not, and all of those who do cannot afford to take 
their holiday away from home. “The proportion of working- ' 
class adults who regularly enjoy a holiday away from home is a 
good deal lower than that of their children.” “Social Organi- 
sation ” (Part II) covers working-men’s clubs and provision for 
adolescents. This last includes an interesting description of the 
social and geographical distribution of the various organisations. 
The third Part, on Indulgence and Delinquency—drink, gambling, 
sex-delinquency and crime—is perhaps the best of all and is 
written with real sympathy. “It is interesting to note,” says 
the Director in the Introduction, ‘‘ what a small part is directly 
played by poverty in the causation of vice and crime.” Mr. 
S. D. Ruck discusses some new and valuable information in the 
chapters on crime and suggests that ‘‘ dynamic ”’ poverty, due to 
falling income and unemployment, is a more important influence 
than the “static ” poverty of low income. But the narrowness 
of a life of poverty and its lack of interests are found to be im- 
portant contributors both to the drink habit and to the gambling 
which appears to be taking its place, and they exert their influence 
on sex delinquency. The final Part contains two interesting 
series of workpeople’s diaries—one by railwaymen who represent 
the more regularly employed workpeople and the other by six 
Bermondsey housewives. 

The Director’s final judgment is one of hope, whilst he sees no 
grounds for complacency. Progress has been great, but has only 
been won by the “‘ sustained and unrelenting struggle ”’ of human 
good-will against the forces of disintegration. This progress too 
is in comparison with the low standards of forty years ago, and 
much vice and crime remain. ‘The forces of good-will have on 
the whole been gaining; but the issue is still undecided and any 


relaxation will spell disaster.” 
N. B. DEARLE 


The Essential Factors of Social Evolution. By Tuomas Nixon 
CaRvER. (Harvard University Press; London: Humphrey 
Milford. 1935. Pp. 564. 21s.) 


THat Professor Carver has long been interested in sociology 
as well as in economics is well known. This book, he tells us, is 
the fruit of forty-two years’ reading, during which time he tried, 
unsuccessfully, to keep pace with the output of ‘“ what may be 
called the Sociological Press.” Such a statement, coming from 


an eminent economist, naturally raises high hopes, since those 
302 
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who have so thoroughly combined the two disciplines are rare. 
But something has gone wrong. Perhaps Professor Carver has 
given too much time to books claiming in their titles to be 
“sociology,”’ and too little to the researches of historians, lawyers, 
anthropologists, psychologists and others, which are the real 
stuff of which sociology must be made. For his reading has left 
littie mark on his writing, except in those passages where he 
summarises past theories. The rest of the book might have been 
written by any ordinarily well-informed observer of society with 
the aid of personal experience and common sense. 

To attempt a study of social evolution without employing 
either an historical or a comparative method would be sheer mad- 
ness. Professor Toynbee is engaged in showing us what can be 
done when these methods are used. Professor Carver has worked 
on entirely different lines. What he has given us is merely an 
analysis of contemporary society tacked on (to quote the publisher’s 
note) to “ the idea of survival value as the leading factor in the 
evolutionary process.”” Although no attempt is made to verify 
this important assumption, it is treated, not as an hypothesis, 
but as a truth to be expounded. Society, says Professor Carver, 
is like a team “‘ which plays a perpetual game called ‘ the struggle 
for existence,’ and the stake is the survival or extinction of the 
team.” And again, “‘ evolution comes because the less adapted 
fail and the more adapted succeed. Up to the present moment, 
practically every social reform is a blind but determined fight 
against the only theory of evolution which has any scientific 
standing.” If this idea is to be of any use in a study of the growth 
of civilisation, it must be applied, not to groups of men, but to 
ways of living, to customs and to institutions. It is, then, ob- 
viously impossible to assert that those institutions survive which 
are best adapted to the needs of society (is this true of war ?) ; 
we can only say that survival implies adaptation to some needs, 
performance of some function. In this form the idea becomes a 
useful warning to the investigator, not a clue to the process of 
change. 

The analysis naturally suffers somewhat from the constraint 
of this unhappy alliance, but it often manages to shake itself free 
and becomes on occasion adequate or even illuminating, as, for 
instance, in the discussion of self-interest. But it has its own 
defects. It is, as a whole, casual, unsystematic and discursive. 
The good things are embedded in a mass of platitudes and half- 
truths. The good things occur whenever the technique of 
biology or economics can be brought directly into play. The 
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author does not seem to have realised that the analysis of social 
structure requires a technique of its own. It is a misapprehension 
for which sociologists are themselves largely to blame. 
T. H. 
London School of Economics. 


Law and the Social Sciences. By Huntineton Carrns. (Kegan 
Paul. 1935. 12s. 6d.) 


Tuis book is a painstaking review of “the possible con- 
tributions of five social sciences to the legal process.’ The 
sciences selected for consideration are Anthropology, Economics, 
Sociology, Psychology and Political Science. A separate chapter 
is assigned to each; and the reader is, in each case, conducted 
through an examination of the possible bearing of recent dis- 
coveries and conclusions upon the making and the administration 
of the law. Now, there are two obvious ways in which the 
conclusions of these sciences might influence the law. They 
might, in the first place, influence legislation itself; and, secondly, 
they might (or some of them conceivable might) influence juris- 
prudence. And in a discussion of this kind it would be important 
to have clearly in mind which of these influences was being 
examined; and if both, then to be certain that there was no 
confusion between them. But this, I think, is where Mr. Cairns 
has failed. He describes his purpose in a variety of phrases—it 
is to examine the possible contribution of these social sciences to 
“‘ the legal process,”’ “‘ the law,” the thought of “‘ legal scholars,” 
“the jurist,” “legal thinking,” “the legal historian’’ and “the 
legislator ’—-and he does not appear to recognise that it is one 
thing to help the lawyer or the jurist to think more clearly about 
the law, and quite another to help the legislator to make more 
reasonable laws. And further, he does not recognise clearly 
that it is one thing to demand that the legislator should consider 
social changes and reform the law accordingly, and that it is 
quite another thing (and more questionable) to demand that the 
judge himself should make use of what Mr. Cairns calls ‘“ the 
sociological method ”’ in administering the law. 

“It is a platitude,” he remarks on p. 260, “‘ to say that the legal 
system must, as a condition of its existence, perpetually adapt 
itself to the changing needs and ideals of the community in 
which it functions’; and the most valuable pages of this book 
are those which, elaborating this platitude, consider what contri- 
bution e.g., the economist or the psychologist can make to the 
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reform of thelaw. Not only do needs and ideals change, but know- 
ledge changes, and this change must be permitted to influence 
the legal system. The suggestions made are, for the most part, 
well thought out and cautious: he has no great confidence, for 
example, that psychology has yet reached any conclusions 
certain enough to form a basis for the reform of the rules of 
evidence, but he thinks that taxation and the law of property 
would benefit by reform under the guidance of the science of 
economics. 

But a large part of the book is taken up with the examination 
of the possible contribution of these sciences to the solution of, 
not legislative, but legal and jurisprudential problems; and 
this part is, I think, less satisfactory. It is not difficult to see 
that anthropology might have something valuable to offer with 
regard to colonial legislation, but that it could ever help the jurist 
is not so easy to understand, and Mr. Cairns does not make it 
easier. It is clear that psychology or physiology might someday 
reach conclusions which could be made use of in reforming the 
law; but the pages here devoted to the examination of the 
possible contribution of psychology to the reformation of such 
legal ideas as an “‘act,”’ or ‘‘ responsibility ’’ or “reasonable care ”’ 
are less well considered. Nevertheless, the book contains much 
that is interesting, and is a well-documented and reliable (if 
slightly confused) guide to what is being thought (especially in 


America) about these subjects. 
M. OakEsHOTT 


Facing Labor Issues in China. By Lowr Cuuan-Hva. (Allen 
and Unwin. 1935. Pp. 202. 7s. 6d.) 


To discuss labour conditions and problems in a country of 
the size and variety of China, where nothing even remotely 
approaching economic unity has yet been attained, is necessarily 
a difficult task, especially in view of the inadequacy of the available 
information. Mr. Lowe, in his Facing Labor Issues in China, 
is mainly concerned with labour in modern, organised industries, 
and deals in particular with labour organisation, trade unions, 
labour policy and legislation, workers’ education, unemployment 
and industrial welfare. On account of the difficulties mentioned 
above, the picture given is somewhat patchy and lacking in per- 
spective. For instance, it is difficult to obtain any general idea 
of the organisation, strength and leadership of trade unions in 
China from the three chapters on the subject, two of which consist 
of detailed accounts of particular unions. Nevertheless, Mr. 
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Lowe has, on the whole, succeeded in bringing together the avail- 
able information in a concise and informative manner. 

Mr. Lowe does not attempt to provide any broad sociological 
background for his study, such as was given by Professor Tawney 
in his Land and Labour in China, but his undoubted knowledge 
and awareness of this background prevents this defect from being 
as serious as might be feared. Moreover, he by no means ignores 
the broader economic implications of his subject. Thus, in his 
last chapter, ‘“‘ Conditions for Economic Reconstruction,” he 
attempts, with considerable success, to place the problems of 
labour in modern industries into their proper relationship with 
those of agriculture, transport, finance and small-scale industries. 
In particular he stresses the fact that “ until the millions of Chinese 
who depend upon the good earth for their livelihood are brought 
into a higher economic plane, it is futile to work for better 
standards for the industrial population.” 

The chief impression gained from the book is that the road to 
improvement in industrial labour conditions will be long and 
stony. Policies and legislation sound impressive, but in practice 
turn out to be little more than pious expressions of good intentions. 

Mr. Lowe appears to pin his faith chiefly on financial and 
advisory co-operation from Western nations in Chinese regenera- 
tion. He make it perfectly clear that, even if such help should 
be. forthcoming, it would have to be utilised in the first place for 
agricultural and transport improvements. Moreover, such co- 
operation obviously cannot be secured, on any substantial scale, 
until China’s fundamental political problems have been tackled. 
May these essential preliminaries to economic and industrial 
reconstruction be less remote than they appear at present to the 
distant observer. 


London School of Economics. 


VERA ANSTEY 


Disarmament in British Foreign Policy. By R. A. CuHaror. 
(London: Allen and Unwin. 1935. Pp. 432. 16s.) 


Tus will be a useful book of reference for future students of 
political history. Its author is a French Canadian educated in 
the United States, who has recently spent several years of study 
at Geneva. He has compiled his story from the ordinary official 
published sources, supplemented by some of the best known 
published memoirs and diaries. The tale, after a brief intro- 
ductory section on pre-war history, runs on, in ever-thickening 
detail, till 1934. It runs straight, but nearly always on the 
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official outer surface of events. ‘‘ Treatment has been limited,” 
says Mr. Chaput, ‘to the effectives and material of land, naval 
and air armaments.” The problems of the manufacture of arms 
and of the trade in arms are not touched at all, and that of 
supervision only lightly. But he quotes ‘“ British experts’ on 
a technical Sub-Commission at Geneva in 1920, who were “ firmly 
of the opinion that any form of supervision or control of arma- 
ments by an international body is more calculated to foment 
ill-will and suspicion between States than to foster international 
confidence,’ and were, therefore, ‘‘ entirely unable to accept for 
their Government anything in the nature of itinerant inquisi- 
torial Commissions.” This opinion the British ‘“‘ Service ” 
experts have obstinately retained, and have succeeded in impos- 
ing on many politicians, including finally Lord Stanhope, who 
was left fighting in splendid isolation at Geneva in the early 
months of 1935 against a very moderate American proposal for 
supervision. I believe this expert opinion to be wrong and 
most shortsighted, though I cannot, without committing official 
improprieties, write freely on this and kindred questions. But 
I will put the essential point in general terms. The influence of 
British Service experts on disarmament negotiations, and on the 
politicians nominally conducting them, has, according to my 
observation, been more continuous and more powerful than that 
of either diplomatic or financial experts. Now, broadly, the 
Service Departments want armaments, the Foreign Office wants 
agreements and the Treasury wants economy. The many failures 
either to agree or to economise are not, therefore, difficult to 
explain. Mr. Chaput is, I think, too little critical of British 
policy, especially since 1932, in the World Disarmament Con- 
ference, where the British Government has played a steadily 
obstructive part and missed golden chances, especially in the 
early months, which will not recur. When negotiations on 
disarmament are once formally opened, though some diplomatic 
preparation should have preceded them, we are likely to get 
either quick results or none. The Washington Naval Conference 
illustrates the first alternative; the World Disarmament Con- 
ference the second. But at Washington in 1921 were Hughes 
and Balfour; at Geneva in 1932 much smaller men. As time 
slips away, the Service experts emphasise objections, personal 
frictions multiply, the politicians become preoccupied with other 
cares, the Press howls discouragingly, the public opinion favour- 
able to disarmament grows nervous, fogged and tired. 

Mr. Chaput, by limiting his field of study, misses some causal 
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connections, notably the disastrous effect of British wobbling 
over security upon the willingness of foreigners to disarm. Some 
of his obiter dicta I find unacceptable. ‘‘ Not until the Sino- 
Japanese dispute of 1931 did it become quite clear, not that the 
original Covenant of the League was dead, but that it had never 
existed.” Handled promptly and boldly, with British leader- 
ship within the League and the co-operation of the United States 
and the Soviet Union from without, this dispute would have 
triumphantly vindicated the Covenant. Again it was a choice 
between quick results or none. 

Mr. Chaput grossly exaggerates the extent of British “ uni- 
lateral disarmament ” since the war. That we should have been 
spending well over £100 million a year on “defence,” and yet 
“have nothing to keep our word with,” if Locarno called, is a 


fantastic proposition. 
_ Darron 


Great Britain and the Law of Nations. Vol. II. Territory (Part I). 
By Proressor H. A. Smita. (London: P.S. King. 1935. 
Pp. 422. 16s.) 


GREAT hopes were raised after the War that international 
law was being placed, or was shortly to be placed, on the firm 
basis of codification and the judgments of the Permanent Court. 
Like all human expectations, these hopes are slow of realisation. 
The painful facts of life have produced a mood of cynical reaction 
towards the old anarchy. Despite the real gains since 1918, 
therefore, it still remains true that the law of nations is essentially 
a customary law. And custom can only be ascertained by the 
study of what men have actually done. Professor Smith has 
accordingly addressed himself to the colossal task of elucidating 
the British contribution to the formation of international law by 
reference to British official documents of the century and a half 
preceding the War. Such an undertaking, if it approached 
completeness, would rapidly fill a long series of portentous 
volumes. But Professor Smith is not the director of a public 
undertaking, supported by a staff of experts and able to give his 
whole time to the enterprise. Also, his object is to produce a 
series which can be read and enjoyed by the ordinary student 
or the intelligent layman. He has, therefore, selected a small 
number of disputes and negotiations which seem best fitted to 
illustrate the official views of this country on leading principles. 
He does not include decisions of our national courts, since they 
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are available elsewhere. His quotations are drawn from execu- 
tive and diplomatic sources and the reports of the law officers. 

Professor Smith described his first volume, on States, as an 
experiment, only to be extended if it met with an encouraging 
response. It is to be devoutly hoped that he is now convinced 
that his arduous labours are appreciated and that he will be 
enabled to continue them. 

The present volume contains five chapters dealing with Title 
to Territory; the High Seas; Territorial Waters; Straits; and 
International Rivers; with an appendix containing the argument 
of the British Government in the Behring Sea Arbitration (Cd. 
6921, of 1893). The documents are fewer and are given in 
greater extension than in Volume I, which is all to the good for 
the proper understanding of the writers’ points of view. Also 
the layman thus has greater opportunity of enjoying the precision 
of legal and official phraseology, a particularly good example of 
which is the definition of an island on p. 132; though occasionally 
the wording is inaccurate, as in the description of cruisers as 
“hostile” (p. 111) at a time when Great Britain was neutral. 
Professor’s Smith’s own comments, when long enough, explain 
the documents admirably, and sometimes, e.g. concerning freedom 
of trade on the Zambesi, give the British case much better than 
do the documents. Sometimes, however, they are reduced below 
the necessary minimum. Lord Phillimore’s report on the com- 
plicated problems of navigation on the river Plate and its con- 
fluents in time of war (p. 361) would be more intelligible were it 
preceded by fuller explanation. 

In the chapter on Territorial Waters the author is able to 
adopt a singularly attractive method. He gives the question- 
naire addressed by the League of Nations to its member States 
and the British memorandum of the 6th December, 1928, in 
reply; followed by historical illustrations of the British Govern- 
ment’s attitude on the various questions. The documents reveal 
occasional inconsistencies on the part of Great Britain. Thus 
the memorandum lays down that Great Britain has never 
admitted the right of a State to claim jurisdiction beyond the 
three-mile limit. This was the calm and absolute assumption of 
Canning in 1825 over the matter of the oyster beds between 
France and the Channel Islands. Yet at times Great Britain 
has tolerated wider claims and her own “ Hovering Acts” con- 
stituted breaches of the rule and seriously embarrassed H.M. 
Government in its attempts to secure consent to the three-mile 
line. It would indeed be surprising if the British Government 
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had always been perfectly consistent on all questions concerned 
with even one section of a law which was being built up by 
custom. Professor Smith’s readers will be fortified both against 
the assumption that Great Britain has always been right and 
against the view of her as making her own international law 
regardless of the rest of the world. 

They will also look forward with pleasure to the publication 
of further volumes of this most valuable series. 

An eye kept open for minute errors has succeeded in observing 
nothing more serious than the allusion, on p. 110, to ‘‘ Austria- 
Hungary” as a belligerent in 1859, eight years before the 
inauguration of the Dual Monarchy; and the misprint of “ his ” 
for “this” on p. 33. The grammar of Baron Humboldt’s first 
draft (February 2, 1815) for Article 1 on the navigation of the 
Rhine (p. 302) is confusing; but it is, no doubt, accurately 


quoted, and the meaning is clear. ; 
R. G. D. Larran 


Queens’ College, 
Cambridge. 


World Reorganisation on Corporative Lines. By GiusEPPE 
DE Micue.is. (London: George Allen and Unwin, Ltd. 


Pp. 312. 1935. 10s.) 


Tus book is written by a distinguished Italian diplomat who 
has had much experience of international economic relations. 
Its title has a propagandist savour, and there are passages in it 
which fulfil this promise; but in the main it is a reasoned and 
level-headed plea for an extension of the economic activities of 
the League of Nations and the International Labour Office in 
directions where they have already made some progress. 

Signor de Michelis begins with the postulate that ever more 
public control and co-ordination in the economic field is clearly 
necessary in order to promote the maximum use of resources. 
He justifies this by reference mainly to three facts—the tendency 
of uncontrolled private industry to become monopolistic and 
restrictive, and so to conflict with the interests of the consuming 
public; the growth of long-period unemployment, which he con- 
nects with rapid technical progress; and the continued uneven- 
ness in the relative distribution of labour, capital and natural 
resources in different parts of the world. In Italy, he claims, the 
conflict of private industry with the public good has been resolved 
by a corporative organisation of the State; and so in the inter- 
national sphere the organs of a federation of states must in 
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future control markets and organise the development of back- 
ward regions. He then gives a useful survey of the inequalities 
of population densities between Europe and other continents, 
together with an account of the obstacles which have, since the 
War, checked the smoothing out of these inequalities by spon- 
taneous migration. There is also a survey of possible areas of 
colonial settlement and of their present land systems; a dis- 
cussion of the colonial sources of supply of the more important 
raw materials, and of the reasons for the growth of restriction 
schemes which are preventing their full use; and there is an 
estimate of the possibilities of restarting the flow of capital from 
the “old ”’ to the “‘ new ” countries, and an account of what is 
already being done by such bodies as the Bank of International 
Settlements, the International Mortgage Credit Company, and 
the International Agricultural Credit Bank.  - 

The last part of the book, entitled ‘‘ Practical Application,” 
is the most interesting. It is mainly a plea for deliberate inter- 
national co-operation for the development of Africa, as a first 
and most promising task. The difficulty is that political sove- 
reignty in Africa is largely in the hands of Great Britain and 
France, from which the urge to migration is decreasing, while 
Italy and Germany, which have the necessary men, possess 
small political power. But the author points out that the 
“ satiated ’’ powers have the necessary capital and export indus- 
tries, which ought to make their interests correlative rather than 
competitive, with those of the others; and in addition, he argues 
that more abundant white settlement would make possible the 
final abolition of slavery and the mitigation of compulsory 
labour, by which the native population in many parts of Africa 
are still exploited. The difficulty of sovereignty he would meet, 
partly by the extension of the Mandates system, partly by the 
formation of colonial settlement corporations under conditions 
which would permit emigrants to retain their original nationality 
even in a foreign colony. 

The general thesis of this part of the book seems to be that 
existing political sovereignties are quite reconcilable with the 
economic expansion of the whole of Europe, if only there is 
proper organisation by agreement between states. We may fear 
that Signor de Michelis is over-optimistic ; but at the same time 
we must be grateful for the many practical proposals which he 


puts forward and discusses. 
R. F. BRETHERTON 


Wadham College, 
Oxford. 
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The Prospects of British Trade with the Soviet Union. 1s. 6d. 
Collectivised Agriculture in the Soviet Union. 1s. 6d. 
Money, Gold and Prices in the Soviet Union. 1s. 6d. 
Banking and Credit in the Soviet Union. 3s. 
Press and Publishing in the Soviet Union. 1s. 6d. 
(Monographs published, 1934-5, by the School of Slavonic 
Studies, University of London, 40 Torrington Square, 
W.C.1.) 


THE purpose of the authors of this series is said to be to 
“produce something which shall be of use both to the student 
and to the man of affairs.” The Editorial Board responsible 
consists of Mr. Lancelot Lawton, Mr. L. E. Hubbard and Mr. 
S. P. Turin, and it is hoped that monographs will succeed in the 
double purpose of supplying objective information and giving 
answers to “ vital considerations ”’ arising from the facts elicited. 

Along with all who write to-day about the Soviet Union the 
authors are beset, on the one hand, with the difficulty of describ- 
ing complicated and unfamiliar economic institutions in terms 
which enable the reader to form an intelligent picture of the 
whole; and, on the other hand, with the insidious elusiveness 
of that objectivity which they so properly seek to attain. The 
measure in which they have overcome these difficulties varies 
considerably as between one monograph and another. 

The first of the series is a straightforward analysis of the 
composition and quantity of Soviet trade, particularly with the 
United Kingdom. The conclusion reached is that the recent 
Trade Agreement should prove workable, and that there is 
scope for a considerable increase in British exports, particularly 
in exports of high-grade machinery and machine tools, to the 
U.S.S.R. By this means it is anticipated that the relatively 
even balance of trade between the two countries, contemplated 
in the later years of the Agreement, may be achieved. The 
author of the monograph indeed goes so far as to express the 
opinion that the prospects of trade with the U.S.S.R. are better 
now than at any previous time. 

The second monograph, on agriculture, is, at least in one 
section, the chief offender in the matter of objectivity. The 
conclusions here reached are that the legal status of the members 
of collective farms is “for all practical purpose equivalent to 
bondage ”; that the taxation imposed on collectivised peasants 
depresses the standard of living to “the lowest conceivable 
level’’; and that the social and labour conditions on both State 
and collective farms are “extremely bad.” These conclusions 
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are supported by evidence, drawn chiefly from the Soviet press, 
describing the system of taxation, the conditions of member- 
ship of the collective farms, and the method of payment of 
members. While it is not to be disputed that the attempt to 
collectivise agriculture has involved a very heavy cost in waste 
and misery (the author of an earlier part of the same monograph 
has no difficulty in showing the extreme difficulty experienced 
in getting adequate production from the collectives), it is im- 
possible not to feel that the evidence has not, in this case, been 
selected with due impartiality. If the Soviets are to be con- 
victed by their own admissions of failure explicit or implied, 
they should also be allowed the benefit of an examination of 
their no less abundant self-laudations. 

The third monograph gives a short history of Soviet currency 
policy and theories, including the early experiments in a money- 
less economy and a labour unit of value. On the subject of price- 
levels the authors wisely conclude that there are a number of 
differing price-levels in the Soviet Union, and that any attempt 
to estimate the commodity value of the rouble is hopeless. The 
monograph is, however, chiefly interesting for its second section, 
on the gold reserves and gold-mining industry of the Union, 
which contains much valuable material not readily accessible 
elsewhere. The author reaches the conclusion that if Soviet 
statistics are to be relied upon, the reserve of the State Bank 
amounts to some 802 million gold roubles, and the yearly gold 
production to 120 million, rising by about 25 per cent. annually. 

The fourth and fifth monographs, which are bound together, 
grapple with the extremely difficult problem of giving a picture 
of banking and credit arrangements in a planned economy. 
The authors, who give fewer references in this than in most of 
the series, are apparently drawing largely on Soviet decrees 
affecting the banking system. They give detailed particulars 
of the credit relations between socialised enterprises, of the 
various institutions handling long- and short-term credit and of 
the changes introduced by successive and bewildering credit 
reforms. It is perhaps not they, so much as the nature of the 
problem and the inconsequential behaviour of the Soviet authori- 
ties, which should take the blame, if, in the end, the reader is 
unable, even with the most careful attention, to form any coherent 
picture of the working of the system. 

The final paper on Press and Publishing is intelligible and 
useful. It includes accounts of the Government and Party 
Press, the “lower Press,” the organisation of the publishing 
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and bookselling trades and some careful comparisons with other 


countries. 
BARBARA WooTTON 


French Import Quotas: a new instrument of Commercial Policy. 
By F. A. Hateut, M.Sc. (Econ.). (London: P. 8. King & 
Son, Ltd. 1935. Pp. xi-+ 125. 7s. 6d.) 


FRANCE was the country in which the quota was first intro- 
duced during the slump, and a study of French policy and French 
opinions on the subject was well worth undertaking. Mr. Haight, 
by confining himself fairly closely to the problems of France and 
avoiding as a rule considerations of a more general character, has 
provided a clear and useful account of the circumstances under 
which the quota policy was formulated and has attempted an 
estimate of its effects on prices and trade. 

Quotas were first imposed on agricultural imports, apparently 
as the result of the flood of such imports in 1931. Sttbsequently 
they were also imposed on manufactured goods and even on raw 
materials. Thus, starting in the ordinary way as an arrangement 
for protecting a particular group of producers, the system has 
been extended and has inevitably come to be judged in relation 
to the general monetary problem and to the policy of deflation. 
Does a quota policy help or hinder a country in its endeavour to 
maintain equilibrium on an effective gold standard ? 

Mr. Haight suggests that, as far as the balance of trade is 
concerned, quotas may not have had a very beneficial effect. 
The prices paid for foreign goods may rise with a less than propor- 
tionate reduction in the quantities imported; other goods not 
subject to quota may be imported in larger quantities, and thus 
the total payments for imports may increase. On the other hand, 
the extraordinarily high level of French domestic prices, which is 
partly the result of this policy, must have an unfavourable effect 
on exports. French governments have attacked the general 
problem either by deflationary measures or by efforts directed 
to securing greater freedom of trade, but these efforts “‘ are to be 
directed chiefly against internal obstructions rather than towards 
the liberation of foreign commerce.” 

The administration of the quota system is fully discussed and 
its difficulties are pointed out. It may be operated through 
import licences or export certificates ; in the former case, importers 
may be required to pay licence fees which, in so far as they exceed 
the cost of administration, “‘ provide a means of appropriating 
part of the profits arising from the restrictions.” 
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Further, the quota may be global or divided among the 
exporting countries, unilateral or bilateral (the latter term 
implying only that the quota is fixed after negotiation with 
foreign governments or concerns). These arrangements cut 
right across the field of commercial policy and it is very question- 
able whether they can be reconciled with the most-favoured- 
nation clauses of treaties. Mr. Haight devotes a chapter to 
commercial policy in which he shows that the desire, arising out 
of the depression, to gain fiscal autonomy has been largely achieved 
through the limitation of the most-favoured-nation clause and 
the deconsolidation of duties. He deplores the shift of policy 
towards reciprocal agreements which are based on the pernicious 
principle of balancing trade with individual countries. 

The future of the quota is difficult toforesee. Its disappearance 
seems unlikely; the only alternative suggested is that it will 
be modified in such a way as to fit into a “ planning ” of foreign 
trade, thereby perhaps achieving a respectability which it at 
present lacks. 


Oriel College, 
Oxford. 


EK. L. HARGREAVES 


Commodity Control in the Pacific Area: A Symposium on Recent 
Experience. Edited by W.L. Hottanp. (London: George 
Allen and Unwin, Ltd. 1935. Pp. 452. 25s.) 


Tuts book, edited by the Research Secretary of the Institute 
of Pacific Relations, is a good example of the useful work which the 
Institute organises in countries many of which are remote from the 
usual centres of economic information. All the studies are de- 
scriptive of particular control schemes rather than essays in the 
theory of control. The result is a body of useful material rather 
than a theoretical contribution to the study of planned economy. 

There is nothing specifically regional in the control schemes 
described. The Pacific Area is neither a political nor an economic 
region. Where international economic agreements operate, their 
tentacles reach to the Atlantic rather than across the Pacific. 
Indeed, the controlling brain, if not the heart, of their operations 
is usually in London or in Amsterdam. Most control schemes, 
however, are national. The measures taken to control rice and 
silk in Japan, to establish sugar as a white man’s industry in 
Australia, to regulate exports from New Zealand or the natural 
quinine monopoly in Java, have been dictated by national 
considerations. 
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The range and variety of the control experiments in these 
(from an economic point of view) newer countries is at least 
as great as in older lands. As Mr. Holland points out, “ the 
first chapter begins with wheat; the last ends with whales. 
Between these extremes are descriptions of controls exercised 
over a score of everyday commodities, the list of which sounds 
like something the Walrus and the Carpenter might have sung : 
cotton and cheese, cinchona and corn, honey and halibut, pine- 
apples and pigs, rice and rubber, silk and sugar, tea and tin, butter 
and seals, frozen meat and tobacco, kauri gum and salmon.”’ 

The freshest material for Western economists is probably that 
compiled by Professors Tobata and Mori on the controls of the 
rice and silk markets. Their complexity prompts Professor 
Tobata to remark that “‘ this problem of expressing a theory in 
concrete figures may yet prove a valuable stimulus to econometrics 
in Japan.” A cynic might comment that the most important 
figures which have so far expressed the theories pursued in most 
control schemes are those which measure the increased public 
debt resulting from the losses incurred. 

Another chapter covering unfamiliar ground is an interesting 
study of the emergency measures to counteract the depression in 
the Netherlands Indies. The boldness of these measures, like 
those undertaken in the British Dominions, suggests that planning 
is easier where Governments have greater power than in older 
lands where the social and economic structure is more complex 
and rigid. 

More familiar ground is covered by Professor Joseph S. Davis 
in the chapter entitled ‘‘ Planned Agricultural Adjustment in the 
United States.”” This is an admirable opening for the hook, 
describing succinctly and clearly the background and main features 
of the A.A.A. programme. The standard of exposition is well 
kept in the later chapters. Mr. E. 8. Haskell describes the 
** Stabilisation Operations of the Federal Farm Board ” ; Professor 
H. S. Patton writes of “‘ The Canadian Wheat Pool in Prosperity 
and Depression’; Professor J. B. Brigden of “ Control in the 
Australian Sugar Industry’; Professor Robert A. Mackay of 
International Control of Fisheries in the North Pacific ”’; 
Barnabas Bryan, Jr., of ‘‘ Petroleum Control in the United 
States’; while Mr. Oliver Lawrence deals with the international 
controls of Rubber and Tin. 

It is very useful to have such excellent statements brought 
together in one handy volume. Shorter statements by Dr. 
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Business,” Mr. R. G. Hampton on “ Export Control Boards in 
New Zealand” and Dr. G. L. Wood on “ Control of Primary 
Commodities in Australia ’” round out the treatment. 

This volume is a by-product of the Institute’s discussions 
of international economic conflict and control in the Pacific 
Area. It seems clear, however, that the “ controls” are mainly 
national, while they are responsible at least for the aggravation 
of that part of the conflict which is international. It would be 
difficult to improve Mr. Holland’s description of most of the 
schemes as ‘‘ makeshifts, often devised hastily to meet an emer- 
gency, or to placate a troublesome minority; once established, 
they often perpetuate themselves because they have created some 
new vested interests, which Governments dislike to break up, even 
though the emergency conditions have passed.’ Nevertheless, 
there are cases where scattered and individually weak producers 
have improved the efficiency and reduced the costs of production 
and marketing. Among these is the Canadian co-operative 
movement, despite its mistakes and failures. Professor Patton 
concludes that “‘ the grain-growers of Western Canada have built 
up under prosperity, and retained under adversity, a producer- 
owned system of grain-handling facilities which will be of sub- 
stantial advantage to its far-flung membership, whatever plan of 
marketing may prevail. The 1660 Pool elevators that dot the 
Canadian prairies and the great Pool terminals that rise over 
Thunder Bay and Burrard Inlet are physical symbols of a co- 
operative faith and solidarity which the world depression has not 
extinguished, but only intensified in the broader struggle for a 


co-operative commonwealth.” 
J. B. CoNDLIFFE 


Principles of Mortgage Banking Regulation in Europe. By 
Metcuior Patyi. (University of Chicago Press and Cam- 
bridge University Press. 1935. Pp. 38. 2s. 3d.) 


PROFESSOR PALYI in a monograph which is a model of com- 
pression and lucidity summarises the principles of mortgage 
banking as they have developed on the Continent, and thus 
furnishes a useful addition to the comparatively scanty literature 
in English on the machinery and institutions of the long-term 
investment market. 

The basic feature of the specialised institution, the mortgage 
bank, is the issue of bonds against the security of an underlying 
volume of mortgaged claims and, as Professor Palyi shows, the 
following principles have become traditionally established :— 
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a rigid separation of this class of business from deposit banking 
in order to avoid the dangers involved in the use of short-term 
funds for long-run investment; equality of bond issue and mort- 
gage credit volume; genuine synchronisation of the term of the 
bonds and the mortgages; insistence where practicable upon 
amortisation arrangements. Practice reinforced by legislation 
has provided additional safeguards such as a minimum guarantee 
capital held in sound and liquid form, very conservative valuation 
and strict ratio of lending to this valuation, restriction of loans 
to first mortgages, and exclusion of certain types of property. 
Where the institutions are private, governments exercise further 
direct or indirect control by supervision of accounts, stipulations 
regarding publicity, and classification of the bonds for trustee 
purposes. 

It is significant of the magnitude of economic fluctuations 
that with all these apparently formidable safeguards applicable 
to mortgage transactions any major depression inevitably in- 
volves State intervention before or after the embattled farmers 
have resisted the sheriff with shotguns. Indeed so incalculable 
is the agrarian side of the business that, as Professor Palyi points 
out, private mortgage banks tend to keep out of this line and 
concentrate on urban property, leaving the agricultural finance 
to governmental institutions which are usually channels of open 
or disguised subsidy, and thus, Professor Palyi might have added, 
render the agricultural situation still more incalculable. In 
respect of urban estate finance it is of interest to British readers 
that the practice in this country violates one of the fundamental 
principles set out in this paper, namely, avoidance of the use of 
short-term funds for long-run investment. The English building 
societies work largely on short-term deposits and no apprehension 
seems to be aroused on this score. 

Finally, Professor Palyi describes what he conceives to be a 
natural and desirable development, the tendency for this special- 
ised finance to become concentrated in the hands of a few large 
institutions, and he asks whether this tendency should be carried 
generally to the stage of a single monopoly as in France. He is 
suspicious of the monopoly mainly because of the shortcomings 
of State ownership or control and he is obviously impressed by the 
analogous situation of deposit banking in many countries. But it 
is not yet certain whether the ultimate strength of large independ- 
ent financial institutions does not lie in the fact that they are too 
large to let go and in their privilege in a crisis of sending a lugubrious 


deputation to the central authorities drawing attention to this fact. 
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The arrangement is a compromise which may work but it does 
not bear analysis. 


London School of Economics. 


G. L. ScHWARTZ 


Regulation of the Small Loan Business. By L. N. Rospinson and 
Rotr Nucent. (New York: Russell Sage Foundation. 


1935. Pp. 284. $3.) 


Tuts is a final volume summarising a series of research publica- 
tions on the Small Loan Business. Apart from a short historical 
review the material relates to a century’s experience in the U.S.A., 
the turning-point of which was the development after 1916 of 
uniform legislation regulating the business. The work has 
interest as a social document on the problem of the unfortunate 
industrial or black-coated worker who in an emergency desires 
to raise any sum ranging up to about $300 on the meagre security 
of a chattel mortgage on furniture, a wage assignment or a simple 
note of hand; but it also has its general economic interest. It 
shows the necessity for and the economy of specialised institutions 
for this class of transaction which, with another minor if more 
reputable business, instalment finance, lies outside the scope of 
ordinary banking. It also affords another example of the diffi- 
culties encountered by and arising out of statutory regulation. 
Thus the promoters of the legislation, though actuated almost 
solely by sympathy with the borrowers, were constrained to 
agitate for a permitted rate of interest high enough not to drive 
the bulk of the business underground. Those who were appalled 
by the standard of 48 per cent. per annum for the “ harsh and 
unconscionable ” set up by the British legislation of 1927 on 
money-lending will learn that something like 3} per cent. per 
month proved a working figure in the U.S.A. Legal sanction of 
this maximum resulted in the economy which is undoubtedly 
secured by bringing a surreptitious trade into the open, but the 
authors claim that it secured an additional economy by compelling 
the lenders to be more selective in their operations. No doubt a 
maximum rate, by freezing out the more dubious transactions, 
narrows the indiscriminate spreading of overheads and the 
consequent inter-subsidising of the cases, but the authors do not 
show why the lenders should not have come to practise this 
selectivity themselves. However, this feature of regulation has 
long been a matter of dispute and the authors are on the side of 
those who believe that entrepreneurial efficiency requires the 
occasional prick of legislation. Minimum wage regulation is the 
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stock example. The reader who is impressed by the altruistic 
campaign of the newspapers against a business which must have 
provided some remunerative advertising will find an explanation 
in the middle of the book. Reporters, compositors and pressmen 
were chronic borrowers. 


London School of Economics. 


G. L. ScHwartz 


Made in Japan. By GUENTHER STEIN. (Methuen. Pp. x + 
206. 7s. 6d.) 


Tus book sets out to explain the rapid growth of Japan’s 
export trade. In particular, it seeks to explain how far, if at 
all, that success is due to under-payment of workers, State sub- 
sidies, or the depreciation of the yen. This is a bold plan for a 
small book; but it should not be impossible of achievement. 
Mr. Stein’s attempt has failed mainly, I think, because the book 
has apparently been written with the general reader in mind. If 
the various problems are to be solved at all precisely, the prob- 
lems must be precisely formulated. And this last Mr. Stein has 
certainly not done. 

But there is some interesting material. The survey of the 
various products, Western and Oriental, of Japanese industry ; 
the picture of typical factories and their masters; the family 
budgets of workers of different grades; and the notes on the 
structure of Japanese industry: all these sections do help us to 
answer our questions. The really interesting points are often 
made quite incidentally. It is not enough to reiterate the paucity 
of natural resources as the explanation of the growth of Japanese 
exports. Greenlanders might equally well breed at the rate of 
a million a year and expect to develop an enormous export trade. 
The fundamental cause of the growth of Japan’s exports has been 
the ability of her people to turn to making goods which the 
world wants in enormous quantities—‘“ cheap manufactures. 
Even with this ability, the fall in America’s demand for raw silk 
in the last five years has imposed on Japan’s workers a substan- 
tial fall in the command of their money wages over imported 
goods, 

To some extent this necessity to improve manufactures in 
order to secure a satisfactory standard of living for her rapidly 
increasing population has been recognised in Japan. But the 
authorities appear to have learnt that lesson incompletely. For 
instead of accepting the fact that Japan can live comfortably 
only in a world in which international trade is developed freely, 
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they have concentrated their attention on assuring for Japanese 
manufacturers a certain supply of raw materials. This attitude 
has led to the expensive encouragement of native coal and iron 
production, and, in its latest and most extravagant form, the 
Manchurian adventure. For this policy Mr. Stein has no en- 
thusiasm. He quotes the sarcasm of unofficial Tokyo to the 
effect that “‘ Manchuria’s most promising raw material is the air 
from which an unlimited quantity of nitrogen can be produced.” 
But in a book of this type lack of enthusiasm is not enough : the 
issue should be clearly put and the fallacies boldly exposed. 

The more immediate economic situation in Japan appears 
to Mr. Stein to be fraught with danger. The Government con- 
tinues to finance its enormous expenditure on armaments by 
sales of bonds to the financial institutions and the public. There 
is no probability of any serious increase in taxation. So long as 
world depression has the effect of depressing Japanese sericulture 
this policy may be possible : indeed it may be saving Japan from 
the worst evils of the slump. But given world revival, the 
inflationary elements in the situation might very quickly grow 
out of hand. 

Mr. Stein’s little book shows awareness of these problems, 
and there can be no question that, as a picture of Japan’s business 
life to-day, the book has substantial merit. But there is still 
room for a thorough treatment of the subject, preferably by an 
economist with first-hand knowledge of the country. 

R. S. Sayers 
London School of Economics. 


Modern Production among Backward Peoples. By I. C. GREAVES, 
M.A., McGill, Ph.D. (Econ.) London. (George Allen and 
Unwin, Ltd. 1935. Pp. 226. 10s. 6d.) 


ANYONE who has attempted to study the problems of adjust- 
ment which arise when a backward people is brought suddenly 
into the sphere of the modern productive system cannot fail to be 
aware of the shortage of books dealing with these more dynamic 
aspects of the economics of primitive peoples. Such general 
studies as exist approach the subject mainly from the static, 
classificatory, angle. Miss Greaves’ book is therefore especially 
welcome. It was written as a Doctorate thesis of the University 
of London, and like most such works it suffers at points from 
digressions more calculated to impress an examiner than to interest 
a reader. But these lapses into the jargon of economics and 
sociology are rare and do not seriously detract from its interest. 
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The title of the book is, however, a trifle misleading, as Miss 
Greaves has deliberately confined herself to problems of agri- 
cultural production. This is, I think, to be regretted, as the 
similarities between the problems of the mining and of the 
plantation recruitment of labour are sufficiently great for their 
differences to be interesting. 

Miss Greaves’ argument, put briefly, is this :—The distinction 
between backward and advanced peoples arises from differences in 
the proportions of the factors of production, and in particular in 
the proportions of labour and capital. ‘‘ A primitive system is 
one in which the relative deficiency of capital keeps the productive 
process direct, or from hand-to-mouth, and there is little special- 
ised production for exchange and hence only limited and clumsy 
media of exchange.” ‘‘ All modern improvements in the tropics 
derive from the introduction of capital in some form,’ ? and 
“The fact that primitive economics do experience long periods 
of continuity undisturbed by forces of reorganisation and change 
must be regarded primarily as evidence not of their incompetence 
in utilising their resources to achieve desired ends, but of the 
satisfactory adjustment to this purpose of the fixed proportion of 
factors at their disposal.” * If I am right in supposing her to 
mean that an existing equilibrium is disturbed by the introduction 
of foreign capital, and by that alone, I think her argument here is 
open to dispute. 

The introduction of more roundabout, capitalistic, methods of 
production is a consequence of the combination of knowledge of a 
better technique and of labour available to construct the capital 
equipment. 'To say that the existing equilibrium is due to lack 
of capital must imply either that no labour is available to con- 
struct such equipment (or to obtain it indirectly by producing 
goods for exchange), or that knowledge and organising ability are 
lacking. It is possible to conceive of a people so poor that the 
whole of its normal activity is barely sufficient to provide its 
current needs by continuous work. But that is not, I think, a 
state of affairs typical of a backward people. In India and in 
parts of Africa it is certainly the case that the act of cultivation 
occupies only a part of the time of the cultivator. There is a 
large measure of unemployment which in present conditions finds 
its outlet in a volume of leisure which might, granted better 
organisation, be gladly exchanged for additional material goods. 
The deficiency here is not that of available labour but of available 
knowledge of technique or of available organising ability, and 

1 Vide p. 40. 2 Vide p. 58. 2 Vide p. 55. 
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disequilibrium may arise from new knowledge (if not rendered 
abortive by tradition or conservatism) as easily as from the 
introduction of supplies of foreign capital. 

The supply of labour available to create capital goods has been 
augmented by another change to which I think Miss Greaves has 
possibly attached insufficient importance. Before the various 
imperialist Powers obtained control over these backward peoples, 
the division of labour between the sexes was as a rule dictated by 
the fact that the men were primarily warriors, available only for 
certain seasonal activities in cultivation. The routine work of 
cultivation fell in many cases to the women. The imposition of 
peace has left the male sex relatively under-employed. In certain 
African tribes there has, I think, been some readjustment during 
the last generation, more particularly where the technique of 
cultivation has itself changed. But it is easy to exaggerate the 
“‘ opportunity cost ”’ of men working away from home for short 
periods during the former fighting season. In some cases those 
men who stay at home can without serious difficulty perform 
the seasonal tasks of relatives who are away even for longer 
periods without substantial damage to the community. It is 
when the proportion of men absent becomes excessive that 
serious harm to existing institutions is caused. 

This consideration ought, I think, to weigh also in another 
connection. Miss Greaves has rightly drawn attention to the 
influence of taxation in forcing men to go out to work for wages. 
Most persons would now deprecate the imposition of taxation on a 
scale which the reasonable financial needs of the territory do not 
demand. But even the lowest level of taxation required to main- 
tain a skeleton administration and the barest minimum of medical 
and educational services may produce the same effect. What has, 
in fact, happened over large areas of Africa is that the obligation 
on the man to go out and earn tax-money to maintain the peace- 
giving administration has taken the place of the earlier duty to 
give military service. It is, in a sense, a change of form rather 
than a new imposition, though it can hardly fail to be in some 
measure disruptive of the earlier tribal organisation. 

Miss Greaves ends with a most interesting discussion of 
the factors which decide whether a given crop shall be pro- 
duced by estate production or by peasant cultivation. She 
concludes, when all is said, that economic forces are often less 
important than historical ones. She suggests that the inelasticity 
of supply of native growers has frequently been exaggerated. 
Where a native grower can revert from cash crops to subsistence 
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agriculture, a fall of price may lead him to abandon the cash crop 
earlier than will the estate. The signs, as she reads them, are of 
the relative decline of forms of production based on the simple 
wage labour of the more backward peoples and the growth of 
those systems in which the native is a free agent, producing his 
own crop in his own way, to be processed where necessary in a 
factory erected and controlled by foreign capital, but having an 
interest, either as métayer or as producer, in the price and the 


profits of the final product. 
AvstTIn ROBINSON 


Sidney Sussex College, Cambridge. 


Industrial Organisation in India. By P. 8. Lokanatuan, Reader 
in Economics in the University of Madras. (London : George 
Allen and Unwin, Ltd. 1935. Pp. 413. 15s.) 


Ir often happens that for a period books upon some subject 
take an almost standard form and a practised reviewer could 
reconstruct the representative book and almost forecast the page 
upon which some given problem will be handled. Then someone 
breaks away, and to the infinite relief of the reader writes a book 
that is different. Of no subject has this been more true than of 
India, whether the problems handled were those of politics or of 
economics. But Dr. Lokanathan has achieved the triumph 
of writing a book that is different. His book is a product of real 
research, and deals in first-rate fashion with real problems. At 
the end of twenty pages he is breaking fresh ground with a most 
interesting discussion of the problem of the Managing Agent, 
British or Indian, the formation of Managing Agency Firms, 
and their remuneration. He has collected some extremely 
interesting information regarding the holdings of these firms and 
the part that they have played in company promotion. 

He proceeds next to problems of the localisation of industry 
in India, and the size of industrial units, and discusses in some 
detail the various factors that have influenced the location and 
the scale, amongst others, of the Indian cotton industry, and the 
at present small iron and steel industry. From these problems 
he returns to capital raising and the relation of the Managing 
Agents to industrial finance, and, apart from a short chapter 
upon wages and standards of living, ends upon this theme of the 
effects of the Managing Agency System, its cost and efficiency 
and its influence on Industrial organisation. 

The book is throughout well documented, and, though he is 
perfectly at home in dealing with the more theoretical aspects 
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of such problems as he encounters, Dr. Lokanathan gives one 
always the impression of having his feet firmly planted upon the 
solid ground of fact. One reader at least put the book down with 
a feeling that he had for almost the first time read something on 
Indian economic problems which attempted to answer the questions 
that he had always himself wanted to ask, and which answered 


them extremely well. 
Austin RoBINsoNn 


Sidney Sussex College, Cambridge. 


His Majesty the President: a Study of Constitutional Brazil. 
By Ernest Hamprocu. (Pp. 252. 10s. 6d.) 

Brazil: a Study of Economic Types. By J. F. Normano. 
(University of North Carolina Press. Pp. xii + 254. $3.00.) 


Few people know much about Brazil, not excepting the many 
investors who are looking so anxiously at their capital and 
wondering what will happen to it. This is rather astounding 
considering the amount of British capital invested in Brazil. 
For those seeking knowledge Mr. Hambloch’s book will be a 
brilliant and depressing study. Brilliant both because of its 
masterly analysis of the political system as it is on paper and 
in actual fact, and also because of its style: depressing because 
of what it reveals—a system so corrupt and divorced from the 
decencies of governmental life as to make one wonder if there 
is any hope of better things. 

Students of South American history and politics have long 
known what value to attach to republican democracy as found in 
that part of the world, while the wider public have a general 
idea that there is not much real democracy. Few, however, will 
have read so careful and detailed a study which reveals a corrupt- 
ness and ineptitude beyond belief. 

The only criticism one can bring against the author—who is 
excellently qualified to write on the subject by long residence 
in the country—is that he seems constantly to express surprise, 
or at least to imply it, at what he reveals and further to seem 
to believe that, perhaps, something can be done about it. 
Personally one is pessimistic, but here one must bow to long 
knowledge which the author has of the people of the country, 
for it is evident that he not only likes them but believes in their 
capacity ultimately to create and work a decent and efficient 
governmental system. The task indeed seems hopeless, as the 
long regime of corruptness and jobbery has not only created 
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a mass of vested interests but has almost completely corrupted 
both the rulers and the ruled. As the writer shows, revolution 
only puts into office another set of place-seekers with ideals on 
a par with those whom they have displaced. 

Having viewed the political background one can hardly be 
astonished at the economic development or lack of development 
of the country, and so one is prepared for Mr. Normano’s study, 
which does not pretend to be exhaustive. 

Though largely economic there is a certain romantic appeal 
and approach. The “ Moving Frontier ” has gone slightly to the 
author’s head in Chapters I and III, so that the superlative is 
rather in evidence, while the generalisations are very broad but 
not too deep. In contrast, however, there is an exceedingly 
useful chapter on Brazil’s leading products, which, in addition 
to giving their present-day position, sketches briefly their growth 
and relative decline in world trade. This is well documented. 

A chapter each is devoted to Public Finance and to Currency 
and Banking. These are of considerable length and give much 
detail. In themselves they are interesting, though they make 
depressing reading. Put briefly they are the history of in- 
competence and ineptitude if nothing worse. In his last chapter 
the author seeks an explanation for Brazil’s continuous economic 
failure in spite of great possibilities. He, too, believes it to be 
due to a thoroughly bad political system, though he does not 
develop the theme and fails to emphasise enough the human 
cause. He merely notes that there is a “lack of coincidence ” 
between economic and political Brazil: between the economic 
and financial policies of the individual States and the Federal 
Government: between the various regions within the States. 
But after all this is no final explanation. The fundamental 
factor is the human one. The Brazilian has failed to achieve 
a good political system for the same reason that the Spaniard 
has failed to do so. Given this human failure there is no need 
to suggest anything else. When and if the human factor can 
discipline itself or be disciplined, then economic progress will be 
made and stability achieved. As it is the country gets along chiefly 
because of its vast resources. Finally, there is a criticism of the 
Niemeyer Report, which is somewhat severely handled. In this 
the author has much to say that is well founded, as no financial 
reconstruction can help Brazil so long as the economic and political 
foundations are rotten. Itinerant experts are often dangerous. 


W. S. THATCHER 
Cambridge. 
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Railway Nationalisation in Canada. The problem of the National 
Railways. By Leste T. Fournier, M.A., Ph.D. (Toronto: 
The Macmillan Company of Canada, Limited. 1935. Pp. 
358. 15s.) 


WuaTt relationship should exist between elected governments 
and those responsible for the development and operation of 
railways? It is because this question is still a matter of debate 
and uncertainty in many parts of the world that this book 
deserves our special attention. For it is a detailed and authorita- 
tive account of the development of that part of Canada’s railway 
system which eventually became the Canadian National Railway, 
with special reference to the Dominion Government’s participation 
in that development. In many ways it is just the sort of survey 
that is wanted, if we are to learn anything from past experience 
in this matter. 

The outstanding feature of this participation seems to have 
been the persistent aiding and abetting of railway construction 
and development far beyond that point at which the properties 
themselves could earn the anticipated rates of interest on the 
investments made. As the author tells us, speaking of pre-War 
developments, “‘ Without enabling legislation, and the extension 
of Government credit from which all received their essential 
support, the companies could not have expanded and over-built ”’ 
(p. 56). Coming to the post-War era, as if the dangers of over- 
investment in railways had never been heard of, the Dominion 
Government once again became a party to an altogether unjustified 
degree of expansion. Then came the Great Depression. What a 
crash! If parliamentary control ever was thought to be a 
safeguard against those errors of optimism usually associated with 
capitalist enterprise, this case at least lends weight to a contrary 
view. 

It is only when the author, in his final chapters, proceeds to 
interpret these eventualities, with a view to formulating policy, 
that he exposes himself to criticism. Not that he is necessarily 
wrong in his unqualified advocacy of the complete financial and 
administrative unification of the Canadian National and her 
rival sister the Canadian Pacific. But it is the logic by which 
he reaches that conclusion that appears to be so dubious. Briefly 
it is this. In the past there has been unremunerative investment 
on a colossal scale. There have also been two great railway 

systems competing with one another. The former fact is due 
to the latter. Therefore, in order to prevent a repetition of 
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such waste, the number of railways must be reduced from two 
to one. But does this argument really stand a careful examin- 
ation? I think not. The widely held view that because 
there are two railways competing with one another, one or other 
of them is obliged to undertake wasteful operations is, generally 
speaking, quite erroneous.. Because the Canadian Pacific already 
provided a high standard of passenger service between two given 
points, there was no reason why the Canadian National need 
have done so too. The fact that the Canadian Pacific Railway 
was already operating within the Dominion was no justification 
for a financially unsound policy of expansion and duplication on 
the part of the Canadian National Railway. On the contrary, 
the very existence of the C.P.R. should have been a signal to the 
C.N.R. for caution. It would seem to be due to the author’s 
failure to grasp this that leads him too lightly to dismiss an alter- 
native to complete unification, 7.e. the imposition of a prudent 


_ administration over the Canadian National, free from political 


pressure to over-spend. It is to be deplored that Professor 
Fournier has not handled this issue with that absolute precision 


and clarity that the problem demands. 
G. J. Ponsonsy 


London School of Economics. 


Wheat and the A.A.A. By J. 8. Davis. (Washington: The 
Brookings Institution. 1935. Pp. xvii + 468. $3.00.) 


Tue Brookings Institution deserves credit for turning so much 
of the abundant self-consciousness of the American economy into 
careful introspection. Keeping close behind their hurrying 
legislators the Institution is now publishing a six-volume series 
of books describing and analysing various sections of the Agri- 
cultural Adjustment Act and its administration, ‘“‘ on a basis as 
nearly scientific as could be made.” A high standard has been 
set in this first volume by Dr. Davis, whose excellent work in 
** Wheat Studies ’’ is well known to all interested in this field. 
Dr. Davis’ exposition of what has been done and proposed up to 
April 1935 and his analysis of the effects of these measures is of 
value not only to those interested in wheat but also to students of 
economic “ planning ” or “ adjustment ” under capitalism. 

In the preliminary chapter the development of the American 
wheat situation is traced, from the great stimulus given to pro- 
duction by war-time prices, through the slow expansion of the 
’twenties, up to the stalemate of depression and drought. Against 
this background are set forth the evolution, the “ philosophy ” 
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and provisions of the wheat sections of the Act and their admini- 
stration. This outline completed, Dr. Davis fills in details of the 
interesting efforts to use voluntary contracts as a means of 
government control of production. Official expectations were 
somewhat disappointed, he tells us, because only about one-third 
of the eligible wheat-growers, farming about 80 per cent. of the 
normal acreage, however, contracted to reduce their acreage in 
1934 and 1935 in return for benefit payments of 29 cents a bushel 
on 54 per cent. of their previous annual production. These 
payments formed 26 per cent. of the farmers’ total cash income 
from wheat in each of these two years of operation. The pro- 
cessing tax on flour to pay these benefits is shown to have been 
accompanied by a more than proportional increase in bread prices. 
Apparently these exceptionally regressive taxes, added to a 
previous tax structure now officially considered too regressive, 
were the only ones thought politically feasible. Dr. Davis 
considers that the minor parts of the programme, including 
regulation of grain exchanges, a “ code”’ for milling, and small 
** stabilisation ’”’ purchases for relief distribution, have had little 
if any effect on grain price-levels. In a carefully worked out 
analysis of the export subsidy he shows its benefits were much less 
than commonly thought. A chapter on the ill-fated International 
Agreement contains a good description of its evolution and 
breakdown and apparently strives not to blame Argentina for the 
failure. Further light is still needed on the real reasons pre- 
venting an international control of exports, about which Dr. 
Davis is quite pessimistic. He estimates that the A.A.A. pro- 
gramme probably caused a reduction of 5 per cent. or 6 per cent. 
in 1934 acreage, and of 2 per cent. or 3 per cent. in flour con- 
sumption, while its total effect on wheat prices was probably to 
hold the average not more than 2 or 3 cents above what it would 
otherwise have been in 1933-4, and less the next year. Dr. Davis 
admits the inconclusive nature of the evidence for these estimates, 
but, unfortunately for the economist, does not indicate his method 
of isolating the effects of the Act. 

The “contributions toward appraisal,” though paying a 
tribute to the skill and effort of the administration, generally 
suggest that the “experiment” is not worth continuing, at 
least in the form now contemplated. The benefit to farmers 
and farm communities is granted, but Dr. Davis does not fall 
victim to the all too common fallacy that raising wheat prices will 
assist general recovery. Nor does he subscribe to the “ parity ” 
school of price adjustment, which he says often confuses 
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just prices with “normal” prices, and overlooks the probable 
reduction of both of these for wheat since the pre-war base period. 
He favours, not complete laissez-faire but only the minimum of 
interference necessary to assist and quicken the cruelly slow process 
of economic adjustment. Unfortunately, Dr. Davis discusses 
this absorbing matter all too briefly. Indeed in general the book 
does not describe the fundamental economic problems of the 
wheat producer and the alternatives facing him, and therefore 
we are unable to see in what direction the farmer should be 
helped to turn. Perhaps this will appear in later volumes of the 
series. In the meantime the farmer continues to suffer from the 
general depression which has rendered this, like most other 
problems of adjustment, doubly difficult and made expedient 
measures whose permanent retention would certainly impede 


economic efficiency. 
R. B. Bryce 


Cambridge, Mass. 


Proceedings of the Third International Conference of Agricultural 
Economists. (London: Oxford University Press, Humphrey 


Milford. Pp. 498. 17s. 6d.) 


Tuts volume, which is the third of the Proceedings of the 
International Conference of Agricultural Economists, will have 
a more direct appeal to economists who are not professional 
agricultural economists than its two predecessors. In the 
Proceedings of the first International Conference of Agricultural 
Economists, held in August 1929, the main emphasis was laid on 
the technical problems of research. In the Proceedings of the 
second Conference the scope of the discussions was much wider, 
but the bulk of the space was taken up with technique of research. 
At the third Conference, however, held in August 1934, the gravity 
of world conditions caused the organisers to omit from the pro- 
gramme all questions of research methods, so that the Conference 
could devote its whole time to a study of national policies and 
their interaction, and to the international problems which result. 
Many of the problems thus considered are general, and not 
specifically agricultural; emphasis, however, is laid throughout 
on their agricultural implications. 

The third Conference was held in Germany, and the proceedings 
begin with a description of German agriculture by Professor 
Zoérner, and with a clear summary of the course and causes of the 
world economic crisis by Dr. Sering. In this introduction to the 
subject-matter of the Conference Dr. Sering first states the argu- 
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ment—to be reiterated by most of the other German speakers— 
that the economic crisis was the result of the non-productive 
debts which Germany was forced to pay as the result of the 
Peace Treaty, and of capital anarchy, with its planless lending and 
withdrawal of loans. 

It is impossible in the space of this review to list all the papers 
included in the Proceedings. They fall into four main sections. 
The first deals with national agricultural problems in eleven 
countries,—Great Britain, Switzerland, Germany, Italy, Holland, 
Bulgaria, Rumania, Yugoslavia, British India, Canada, and the 
United States,—with special emphasis on the development of a 
planned economy. The descriptions are inevitably brief, and in 
some cases presented in too general a form to be of value to those 
who are not familiar with the policies of the countries in question. 
None the less this section makes possible some highly interesting 
comparisons of the methods and degrees of planning adopted by 
the different Governments. 

The second section is concerned with the two extreme types of 
farm organisation, the family or peasant farm, and the collective 
or state farm. It includes, besides descriptions of the family- 
farm system in Italy and Norway, and of collective farming in 
Russia, analyses of the social and economic merits of the two 
systems. 

The third section deals with the outlook for world population, 
and its effect on agriculture. Dr. Whelpton provides a useful 
summary and criticism of the existing estimates of future popula- 
tion, and stresses that the rate of growth of population is declining, 
and will cease. Dr. Baker gives much valuable material in his 
lucid analysis of the relationship, in the United States, of the 
trend in population to the depletion of the natural resources of 
the food supply. 

The final section deals with international problems, mostly 
of a general nature, and with their bearing on agriculture. The 
monetary problem is first discussed; Dr. Warren emphasises 
once again the effects of a variable price-level and the advantages 
of reflation in the United States; Dr. Schumacher defends the 
gold standard, and criticises the policy of devaluation, and 
Dr. Dijt proposes to stabilise the general price-level through the 
international valorisation of wheat, sugar, cotton, coffee and rubber. 
Dr. Schacht, the President of the Reichsbank, and German 
Minister of Economics, in a well-documented and arresting paper, 
attributes the world crisis and the failure of incipient signs of 
recovery to the German debt problem, together with restrictions 
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on German exports to other countries. Mr. Enfield provides a 
valuable analysis of the interactions of international debts, 
restrictions on trade, and monetary policies. 

The problem of trade agreements is next taken up, from the 
point of view of bilateral trade agreements and of regional pacts. 

Finally, analyses are given of attempts to plan internationally 
supply and production. “Mr. E. M. H. Lloyd provides a useful 
summary of the international schemes for regulating supply which 
existed in 1934, and a striking defence of restrictions. Dr. H. C. 
Taylor urges economists to attempt to ascertain comparative 
advantages in production of the various countries and to present 
“ the facts in such form that the economic vision of the negotiators 
of international agreements may be clear, accurate, and com- 
prehensive.” Such, he considers, is the task of economists in the 
international planning of agricultural production. 

The papers collected in these Proceedings should prove of 
interest in two ways. First, they summarise a lafge amount of 
useful information, which is not readily available elsewhere. 
The method of arrangement of the volume makes it particularly 
easy to find this information. Secondly, they give some idea 
of the attitude towards agriculture and towards economic policy 
generally of the agricultural economists present from the different 
countries. Those interested in the present German mentality 
are recommended to read the German contributions. 

RutH CoHEN 
Agricultural Economics Research Institute, 
Oxford. 
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NOTES AND MEMORANDA 


Tue AMENDED U.S. FEDERAL RESERVE Law: 
Tue Banxine Act oF 1935 


§ 1. Tue American Banking Act of 1935, passed last August, 
effects far-reaching revision of Federal Reserve Law. In its 
final form it represents a compromise between the “ radicalism ”’ 
of Governor Eccles, as embodied in the House bill, and the strict 
orthodoxy of Senator Carter Glass, who was responsible for the 
considerable modification of the latter by the Senate Committee. 
The purpose of this note is to supplement and bring up to date 
my article on the subject in the Economic Journal of June 
1935. That article summarised the bill as it stood on leaving 
the House but before going through the Senate. What was said 
there still remains true for the most part, and only the subse- 
quent changes in the bill need be noted here. In discussing 
them, reference will be chiefly to § 6 (Analysis of Provisions) 
of the article referred to above. 

§ 2. Deposit Insurance and Membership in the Federal Reserve 
System. (Cf. § 3 of article.) The temporary deposit insurance 
law expiring August 31, insuring bank deposits fully up to $5,000, 
is made permanent. As in the House bill, the assessment is 
levied upon the total deposits of participating banks, but the 
rate is changed, as a result of Senate amendment, from one- 
eighth of one per cent. to one-twelfth, many bankers having 
charged that the higher figure would be prohibitive. It is 
estimated that not less than 95 per cent. of the nation’s depositors 
will be fully insured and nearly half of total deposits protected. 

The Act repeals existing law requiring all State non-member 
banks to become members of the Federal Reserve System by 
July 1, 1937, as a condition precedent to participation in the 
benefits of deposit insurance. Instead, only State banks with 
average deposits of over one million dollars are required to join, 
and even so the provision does not become operative until July 1, 
1942. It thus relaxes existing law by allowing more than 6,500 
State non-member banks with deposits of less than a million to 
continue their insured status without joining the Reserve System. 
To this extent the original bill’s object of eventually forcing all 
commercial banks into the System is weakened. Here the House 
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and the opponents of unified banking regulation scored a partial 
victory over the Senate for provincialism and for preserving a 
dual banking system. 

§ 3. Federal Reserve Bank Governors. (Cf. § 6a of article.) 
The House bill merged the offices of Governor and Chairman of 
the Board of Directors of the Federal Reserve Banks and made 
these appointments subject to the approval of the Reserve 
Board every three years. The Act embodies the Senate amend- 
ment providing for the appointment of a President and a First 
Vice-President of each bank to serve as its chief executive officers 
for five-year terms, the appointments being subject to the approval 
of the Board of Governors of the Federal Reserve System (which 
is the new name for the Federal Reserve Board). 

§ 4. Federal Reserve Board. (Cf. § 5 and 66 of article.) The 
House bill included a requirement that members of the Federal 
Reserve Board should be well qualified by education or experi- 
ence to participate in the formulation of national économic and 
monetary policies. This was to be in lieu of the provision of 
existing law that in selecting members the President should 
have due regard to a fair representation of the financial, agri- 
cultural, industrial and commercial interests and geographic 
divisions of the country. The Act eliminates the House require- 
ment and restores the original provision. 

The House bill had provided that the term of the Governor 
of the Board should be at the pleasure of the President. Senate 
amendment eliminated this section of the bill and substituted 
the following provisions for the organisation and membership of 
the Board. 

The Federal Reserve Board is to be known henceforth as the 
Board of Governors of the Federal Reserve System, the titles of 
Governor and Vice-Governor being changed to Chairman and 
Vice-Chairman. This Board is to consist of seven members 
appointed by the President subject to Senatorial approval (instead 
of six appointive and two ex-officio members, as hitherto) for 
terms of 14 years and not eligible for reappointment. It should 
be noted that the Secretary of the Treasury and the Comptroller 
of the Currency cease to be ex-officio members of the Board. 
These provisions were inserted by the Senate Committee in 
order to increase the Board’s freedom from political influence. 
The President is to select the Chairman and Vice-Chairman to 
serve for four-year terms. The change in organisation is to take 
effect on February 1, 1936, when President Roosevelt will be 


able to name an entirely new Board. : 
3E 
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An interesting provision is the requirement that the Board 
keep a complete record of the action taken by it and by the 
Federal Open-Market Committee upon all questions of policy 
relating to open-market operations and other questions of policy 
determined by it, together with votes and the reasons under- 
lying action, the records to be included in the Board’s annual 
reports to Congress. The provision in the House bill expressly 
imposing upon the Board the duty of exercising such powers as 
it possessed of promoting business stability was, however, 
struck out by the Senate Committee, and is omitted from the 
Act. 

§ 5. Open-Market Operations and Discount Rates. (Cf. § 6c of 
article.) The House bill had proposed to centralise control 
over open-market operations and discount policy by vesting 
power and responsibility in the Federal Reserve Board, subject 
only to the obligation that the latter consult an Open-Market 
Advisory Committee of five governors of Federal Reserve Banks 
without voting rights. The Act provides for a Federal Open- 
Market Committee, with authority to compel compliance on 
the part of Reserve Banks, consisting of the seven members of 
the Board of Governors of the Federal Reserve System and five 
representatives of the Federal Reserve Banks to be selected 
annually by regions by the latter. Thus the Board has a majority 
on the Committee. Control over the System’s open-market 
operations by the administration of the day is, however, subject 
to the limitation of the Board members’ long tenure of office. 
But the freedom of action hitherto enjoyed by the individual 
Reserve Banks and their power to nullify policies initiated by the 
Board, with the resultant diffusion of responsibility, are brought 
to an end, though the power of the Board is less than in the 
House bill by reason of the presence on the Open-Market Com- 
mittee of the five additional members representing the Reserve 
Banks. A significant alteration in the Act, as compared with 
the House bill, is the provision that purchases of Government 
securities for the Reserve Banks may be made only in the open 
market, and not directly from the Treasury, as they could have 
been under the House bill. Those responsible for the insertion 
of this provision felt that permission to purchase securities direct 
from the Treasury might result in schemes to finance Govern- 
ment through these transactions. Under Reserve Board approval, 
rediscount rates may continue to be changed as before, but they 
must be stated every fourteen days, or oftener if required by the 
Board, which can disapprove the proposed rates and alter them. 
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The House bill had given the Board full authority to establish 
the rates, with their operation mandatory. 

§ 6. Rediscounting and Collateral Requirements. (Cf. § 6d of 
article.) The House bill had scrapped the eligibility provisions 
for rediscounting by and advances to member banks, and had 
made any sound asset of a member bank eligible for discount at 
a Reserve Bank at the discretion of the Board. In the Act this 
is altered. Reserve Banks may make loans to member banks 
on paper otherwise described as ineligible, but subject to the 
provision that they shall be for not more than four months and 
that a penalty in the way of interest be added of not less than 
one-half of one per cent. Eligible paper would not, however, 
have to be first exhausted before loans could be made on the 
other class. 

§ 7. Federal Reserve Notes. (Cf. § 6e of article.) The House 
bill, though retaining the 40 per cent. backing in gold certificates 
for Federal Reserve Notes, had proposed to repeal the require- 
ment that they be secured by the specific pledge of collateral. 
This provision was eliminated by the Senate Committee and is 
omitted from the Act. 

§ 8. Member Bank Reserve Requirements. (Cf. § 6f of article.) 
The House bill had given the Federal Reserve Board power to 
vary the statutory reserve requirements of member banks (of 
7, 10 and 13 per cent. against deposits), as a weapon to reinforce 
open-market operations. In the Act, as a result of Senate amend- 
ment, the limitation is added that reserve requirements may not 
be revised upward to more than twice their existing level, nor 
downward at all. 

§ 9. Real Estate Loans. (Cf. § 6g of article.) The House 
bill had permitted National banks to grant loans on real estate 
on conditions to be determined at the discretion of the Reserve 
Board, on an amortised basis, provided that the amount of any 
such loan did not exceed 60 per cent. of the appraised value of 
the real estate nor their aggregate amount 100 per cent. of the 
capital and surplus of the bank or 60 per cent. of its time and 
savings deposits, whichever was greater. In the Act this section 
is changed as follows: the provisions authorising the Federal 
Reserve Board to prescribe the conditions under which such 
loans may be made is eliminated; loans may not exceed 50 per 
cent. of the appraised value of the real estate offered as security 
and are limited to five years, except that if the loan is secured 
by an amortised mortgage providing for 40 per cent. retirement 
in ten years, the loan may be made up to 60 per cent. of the 
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appraised value over a ten-year term; but the provision is 
retained respecting the aggregate amount of real estate loans 
which may be made. 

§ 10. Interlocking Bank Directorships. An interesting pro- 
vision relating to member banks inserted by the Senate Com- 
mittee is that, except in certain enumerated cases, bankers may 
serve simultaneously as directors, officers or employees of not 
more than two banks, and even so only when allowed by regula- 
tions of the Reserve Board. The operation of this provision is, 
however, suspended until February 1, 1939. 

§ 11. General Nature of the Changes. The modifications noted 
above in the Banking bill since it left the House are readily seen 
to have all been in the direction of lessening the power it gave 
the Government over the Reserve Board, and the Board over 
the Reserve System and the nation’s banking structure. Thanks 
chiefly to Senator Glass, implacable foe of Government domina- 
tion of banking and paladin of traditional “sound money ” 
views, the more advanced proposals of Governor Eccles for 
centralised control have been somewhat hedged about with 
certain supposed safeguards of independence. How the law will 
work in practice must depend very largely upon how it is adminis- 
tered, and not least upon the President’s appointments to the 
new Board of Governors of the Reserve System. This much 
can be said: the new Act, even with its modifications, places 
far greater power in the hands of the new Reserve Board than the 
old one ever possessed. It reflects a central banking outlook 
considerably removed from that which inspired the original 
Federal Reserve Act, represents a substantial advance towards 
centralisation, and renders the Reserve System a far less autono- 
mous and automatically functioning mechanism than it was 
originally intended to be—even if it does represent no great 
departure from the actual practice of recent years. 


A. D. GAYER 
Columbia University, New York. 


A TENTATIVE MetuHop or Estrmatina NET 
Farm INCOMES 


AN article in a recent issue of the Economic JOURNAL 
illustrated that variations in the official price index of agri- 
cultural commodities do not necessarily imply corresponding 


1 « Recent Changes in the Physical Output of Arable Farms.’ R. McG. Cars- 
law and P. E. Graves. Vol. XLV, p. 106. 
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changes in either the gross or the net incomes of farmers. The 
difficulty of establishing an index for these latter is great, and 
the result of any tentative computations must be questionable 
unless there is corroborative evidence as to their accuracy. But 
a survey of farming conditions in the Eastern Counties, under- 
taken by the Cambridge Department of Agriculture during each 
of the three years 1931-33, affords certain useful data, as well 
as an opportunity for testing methods of estimation. The pur- 
pose of this article is to describe a system of computation which 
has apparently given fairly satisfactory results. These surveys 
covered 1,000 farms of 20 acres or more in each year, and the 
sampling was sufficiently scattered to ensure that the results 
would be reasonably representative of the six counties of Norfolk, 
Suffolk, Essex, Cambridge (excl. the Isle of Ely), Hertford and 
Huntingdon. 

The basic data required consist of the average amount and 
composition of the gross income and expendituré on farms in 
the area for a given year. Table I gives this material as ascer- 
tained in the Eastern Counties’ survey for 1931. 


TaBLe I 
Gross Income. Gross Charges. 
Per Farm. £1,011. Per Farm. £1,003. 
Composition. Composition. 

Item. (%) Item. (%) 

Dairy produce. 23-8 Labour 35:7 

Horned stock . 16-3 Feeding stuffs. 16-7 

Pigs . 11-2 Live-stock . : 13-7 

Eggs . 7-0 Rent . 13-5 

Sheep and wool . 6-0 Seeds ; : ; 2-8 

Poultry : 4:2 Fertilisers . 2-8 

Barley 7-9 Miscellaneous’. 14:8 
Wheat 5:3 
Sugar beet . 4:7 
Potatoes 3:8 
Hay . 1-9 
Oats . 0:7 
Peas and beans . 0-6 
Other crops 4-1 
Miscellaneous 2-5 

Gross income 100-0 Gross charges 4 100-0 


The principle of the method is to ascertain changes from the 
basic period in the prices and costs as well as in the quantities 
of material produced and consumed, and to link these together 
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by a system of weighting in which the figures in Table I are 
incorporated. 

An index (1931 = 100) was first prepared for every item of 
production; crop areas of each county were multiplied by their 
yield per acre for each year, while the number of each type of 
live-stock was expressed as an index. In the case of milk, the 
number of cows was assumed to represent production after a 
suitable adjustment had been made for variations in milk yields 
as indicated in the 1931 Census figures. For combination with 
these indices similar figures based on 1931 were prepared for 
prices. An example of combining these figures in order to arrive 
at a price X production index is illustrated in Table IT. 


TABLE II 
No. of Yield Produc- Price Price X 
Year. Cows in per tion (Milk) | Production 
Milk. Cow. Index. Index. Index. 
1929-30 R ; 99-9 98-1 98-1 103-6 101-6 
1930-31 100-0 100-0 100-0 100-0 100-0 


For corn crops the monthly prices were weighted by the 
quantity sold each month, and as far as possible the prices taken 
refer to a particular cereal year. For instance, in 1931 the 
cereal prices were based on the eleven months August 1931 to 
June 1932, while live-stock and other products for the same 
year were based on the period October 1930 to September 1931. 
Having established a price X production index for each item of 
the base, subsequent weighting produced results illustrated by 
an example in Table ITI. 


TaBLe III 
Percentage Com- Price X Weighted 
iii position of ‘| Production Index in 
3 Gross Income Index in 1929-30. 
in 1931. 1929-30. 
Dairy produce . ‘ 23-8 101-6 24-181 
Ete. ‘ 
Total . : 100-0 105-689 


Thus the gross income in 1930 was some 5-69 per cent. greater 
than that of the following year. This latter amounted to £1,011, 
so that in 1930 the comparable figure is £1,069. 
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The comprehensive range of material gives apparently satis- 
factory weighting for the credit side of the account, but, un- 
fortunately, the same cannot be said of the gross charges, for 
which quantitative information is scarce. It would appear that 
so far as the major item of labour is concerned the material is 
adequate, but with some of the other items it is certain that the 
figures can only be approximate. For calculating a labour price 
index the county wage rates of ordinary workers were weighted 
by the total number of regular employees in each county. This 
was combined with an index representing the total number of 
workers in order to give a quantity X price index for weighting 
the labour item. The construction of composite indices is neces- 
sarily complicated in some instances, but the object in all cases 
has been to combine both price and quantitative variations. 

Although the proportion of crops sold, particularly corn, is 
liable to vary considerably, no allowance for such changes has 
been attempted, because it would appear to be unnecessary if 
the object is to calculate net incomes. For instance, if incomes 
are augmented by sales of a greater proportion of crops, it must 
surely lead to increased purchases of feeding stufis. Therefore, 
the assumption is reasonable that variations of this nature have 
approximately compensating effects on both sides of the account. 
An adjustment has been introduced for variations in food-stuff 
purchases due to other causes. Fluctuations in the number of 
live-stock, or the rise and fall of crop production, will probably 
affect the amount of food imported, and a quantitative index 
has, therefore, been adapted from such imports. Without claim- 
ing that such figures are ideal, it seems that they fulfil their 
object in allowing for certain changes without necessarily being 
influenced by others. 

It will be seen in Table IV that the estimated net farm income 


TaBLeE IV 
General Agricultural Net Income per Farm. 
Harvest Year. Price Index for Eng- 
land and Wales. : 
Survey. Estimated. 

1929-30 111 + £14 
1930-31 100 + £8 
1931-321. : 91 —£23 — £39 
1932-331. 82 +£42 + £43 
1933-341. 88 +£104 


1 Excluding wheat deficiency payments. 
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in 1932 is slightly different from the survey figures, while the 
results in 1933 are practically identical. Such close agreement 
is certainly encouraging, for even though the survey figures may 
not be absolute, they are representative enough to give a fair 
idea of relative changes. Indeed, a reasonable indication of 
net incomes over a considerable period might be deduced if it 
were not for the scant material available for weighting certain 
items. Probably the most serious obstacle relates to the miscel- 
laneous expenses. Various components of this item might be 
segregated, but even so there appears to be very little material 
on which to construct any reliable quantitative indices. During 
recent years, however, it is probable that the work performed 
by tradesmen, extent of insurance, quantity of oil and petrol, 
transport, etc. have remained practically constant. 

The close agreement between the estimated and survey figures 
in 1932 and 1933 cannot, of course, be taken as conclusive evidence 
of the reliability of the method of calculation employed, and the 
substantial improvement in 1934, suggested by Table IV, will 
certainly be open to question. But, assuming that the estimates 
for 1930-34 are reasonable, the relative position is, perhaps, 
best expressed by means of an index. To calculate such a figure 
for the actual profit appears to be fraught with difficulties which 
cannot be overcome with satisfaction, but the position may be 
clearly represented if the indices of gross income and charges are 
considered. Such indices are given in Table V, and bearing in 
mind that the base of both was practically identical, it will be 
evident that the difference between the index of each will show 
the relative position each year. Certain qualifications are neces- 
sary if the trends of either income or charges are considered 
individually, for it has already been explained that any year-to- 
year variation in the proportion of crops sold has been ignored 
in calculating the gross income. The adjustment for such 
changes has been made on the other side of the account, so that 
although no difference is made to the net return, the figures 
may not give a true indication in other respects. 


TABLE V 
Year. Gross Income. | Gross Charges. 
1929-30 . 105-6 105-1 
1930-31 . 100-0 100-0 
1931-32 . : = 5 96-0 100-6 
1932-33 . 102-3 98-9 
1933-34 . 108-6 99-1 
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The computation of these indices was made possible mainly by 
figures extracted from the Official Agricultural Statistics, and in- 
formation on wage rates from the N.F.U. Year Book. Valuable 
assistance was rendered by Mr. A. N. Gray on the consumption 
of fertilisers, and by Messrs. James Carter on the prices of clover 
seed. To these gentlemen grateful thanks are due. 

P. E. GRAVES 
School of Agriculture, 
Cambridge. 


LARGE AND SMALL Firms: A Nore on Costs IN THE 
Roap TRANSPORT INDUSTRY 


THERE has lately been an increasing tendency to believe that 
the larger an organisation becomes, the greater the efficiency it 
almost automatically develops. Another view perhaps slightly 
less widespread, is that for each industry there is one only 
optimum size of firm. The former of these beliefs may be true 
of a very restricted number of activities, and possibly the latter 
of a larger group, but such limited information about the 
details of particular industries as is available suggests that the 
relationship between size and efficiency is still in general very 
debatable. 

Apart from internal efficiency, there are, of course, many 
reasons which may make a monopolistic organisation the most 
desirable and which justify such Corporations as the B.B.C., 
or L.P.T.B. On the specific ground of efficiency, however, it 
is doubtful if it is possible, in general, to say that efficiency is 
necessarily conditioned by operations being carried on by firms 
of a certain size, or still less by an organisation which em- 
braces the whole country. 

In all cases it is a question of estimating, on the one hand, 
the advantages of large-scale production and of the elimination 
of the wastes which inevitably accompany competition, and, on 
the other hand, the value of a more widespread opportunity for 
talent coming forward, a close contact between initiative and 
responsibility, elasticity, rapid powers of adjustment to changing 
circumstances, and low overhead charges. Expressed in another 
way, the cost of running an industry can be split up into a 
number of items; enlarging the scale of operations affects these 
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items in different ways, some remaining unchanged, some showing 
a reduction per unit of output, some an increase. For instance, 
while certain overhead charges may be diminished as the scale of 
operations increases, those connected with administration and 
co-ordination usually increase. 

How essential it is to consider each item of cost and its 
relation to the size of an organisation, before generalising about 
the effect of size on the total cost of all items, is well illustrated 
by the road transport industry. Like so many of our industries, 
its internal structure is in a state of flux, but at the present 
time a study of the costs of differing types of transport concerns 
would appear to show that there are many forms of organisation 
necessary to meet the very varying requirements of different 
aspects of the industry. 

General statements about efficiency are more easily made 
than proved. Even where actual figures are available, vari- 
ations in methods of accounting, together with such unsolved 
problems as that of the true apportionment of costs between 
standing charges and working expenses, or of deciding the 
“correct ’’ basis for depreciation, make it unwise to draw 
comparisons from cost statements that are too precise. 

Moreover, and the point is an important one, it is unlikely in 
practice that organisations of widely different size will be engaged 
in precisely the same type of work. In the examples about to 
be examined, for instance, the types of vehicle are similar, if not 
identical, and the comparisons are based on equal annual mileages 
per vehicle. But a 30-cwt. lorry doing 10,000 miles in inter- 
mittent work in a single neighbourhood is very different from the 
same lorry doing the same mileage over a regular long-distance 
cross-country route. Whilst a small contractor or owner-driver 
might cope quite successfully with the first type of work, it is 
fairly obvious that a big distributive organisation which requires 
the second type is better served by a correspondingly large 
transport organisation, which can carry reserves in the shape 
of vehicles and men to meet trade fluctuations and urgent 
demands. 

With these qualifications, the schedule reproduced below is of 
considerable interest, showing as it does that in certain specific 
cases about which it has been possible to obtain accurate and 
definite figures, the larger concerns have no special advantage, 
and indeed that for limited mileages the small man seems to be 
able to operate more cheaply than his rivals. 

The figures refer to 150 lorries, each of about 30-cwt. capacity. 
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Example 1 deals with the costs of about 100 vehicles supplied by 
different contractors to 15 Depéts in varying parts of the country. 
The figures are actually compiled in Liverpool, Newcastle and 
Manchester, but can be taken as typical for the whole of this 
group. They indicate the costs of well-organised “ A ”’ Licence 
Transport Companies, some operating regionally, but others in 
many parts of the country. 

Example 2 deals with 22 vehicles operating under a Class 
““C” Licence (‘‘ Ancillary User’) from one centre in the Mid- 
lands; that is to say, it gives the costs of a Company whose 
main operations are those of a manufacturing concern, but which 
operates its own vehicles for a portion of its distribution, less 
than 20 per cent. 

Example 3 shows the costs of 30 lorries belonging, for the 
most part, to owner-drivers, though in one or two cases a con- 
tractor has as many as four lorries. These lorries operate under 
a Class A ” Licence. 

These groups represent three different but important sections 
of the transport industry. 

In both 1 and 2 there are figures down for administration ; 
in the first case of £19 10s., and in the second of £36 18s. It is 
impossible to go into all the individual items by which adminis- 
trative costs are made up in a large composite manufacturing 
industry, but it will be noticed that where such an organisation 
includes as a side line a transport department, the cost of 
administration per vehicle is higher than is the case with a 
company that is specialising on transport services only. This 
illustrates one of the objections to encouraging the “‘C ” type of 
transport at the expense of the “A” type. A further dis- 
advantage, of course, is that for all practical purposes the ‘‘ C” 
licence holder cannot keep his costs down by arranging for ‘“‘ back 
loads.” 

In still greater contrast are the small owner-drivers or small 
contractors shown in column 3, who, for obvious reasons, have no 
administrative costs at all. 

It may occasion some surprise that the figure for wages has 
been reckoned under standing charges and not under running 
costs, with the result that this item is identical for mileages of 
10,000 and 20,000 per annum. The reason for this is that in the 
examples quoted conditions of work are such that the men are 
able to cover the larger distance without normally having to 
work overtime, whilst, on the other hand, a reduction in the 
distance travelled per vehicle would not make possible any 
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reductions in personnel. Another comment under the heading 
of wages is also perhaps pertinent. It is sometimes suggested 
that small contractors prosper because they pay low wages. 
This may be so, but in the present case the figure shown in 
example No. 3 is the Conciliation Board rate of 54s. per 48-hour 
week, which cannot be regarded as unduly low. 

Some of the other points in the statement perhaps need 
explanation. Depreciation is lowest for the third group. This, 
however, is because in general this type of owner runs his vehicle 
for a longer time. As a result, while depreciation is reduced, it 
will be seen at the bottom of the column that there is an increase 
in the cost of repairs and an increase in oil and grease owing to 
loose bearings, slack pistons, etc. 

The cost of petrol, it will be noted, is considerably higher in 
the third case. This is because the first two have bought on 
contract and in bulk, but the third section have bought indi- 
vidually from other people’s petrol pumps. It is important to 
note this item, as some small contractors combine lorry hire 
service with a petrol station. This did not happen to be the 
case with the 30 vehicles investigated, but it is very frequently 
so throughout the country, and it is perfectly easy for small 
contractors to arrange some form of co-operative buying of their 
petrol supplies. The Commercial Motor Users’ Association and 
the Associated Road Operators have indeed both instituted such 
schemes. If this were done it would make a very consider- 
able alteration to the final costs and would make the third 
section not only the cheapest to run per mile for distances 
up to 10,000 miles, but also for distances up to 20,000 miles, 
reducing the total figures from £445 to £425 and £597 to £557 
respectively. 

There is one further point which should be taken into account 
in the third group. These lorries are all of the tipping type of 
vehicle, that is to say, the tare weight is rather heavier than for 
the other vehicles, which raises their registration fee from £25 to 
£30. While it would be perhaps unjustifiable to take this extra 
tare weight into the calculations, it would appear to be quite 
reasonable to eliminate the extra taxation charge of £5 from 
the comparative statement of running costs. If this is done 
the costs are reduced by a further £5 to £420 and £552. The 
effect of these further reductions is shown in the alternative 
figures for total costs per mile quoted; for example, No. 3, 
and qualified by the footnote “‘Tax and petrol on equal 
terms.” 
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Example Example Example 
No. 1. 0. 2. 0. 3. 
£ ead £ s. d. 
STANDING CHARGES : | 25 0 0 
Interest on Capital and Profit 30 0 0;;211 0 0 Il 10 6 
Wages 1159 0 0}, 20716 0 140 8 0 
Insurance (National Health) 4 311 
a (Emp. Liability) 100 
(Comprehensive) 2 6 *50 7 6 25 0 0 
(Freight) 20 0 
Registration 25 0 0}: 25 0 0 30 0 0 
Administration 1910 O|! 3618 2 — 
Garage and Washing . 32 10 Of}: 2617 0 13 0 0 
R. & R.T.A. Licence Fee 15 0 2 6 15. © 
ToraL PER ANNUM . £306 011 |'£358 1 2] £24513 0 
RuNNING Costs : i 
Depreciation 1-44 | 1-315 1-12 
Tyres—32 x 6 0-32 ; 0-178 0-336 
Oil and Grease 0:10 ; 0-048 . ~ 0-53 
Petrol 1-04 + 0-889 1-50 
Repairs 0-80 i 0-917 1-30 
Toran Cost rer Mite 370d. |! 3-347d 4-786d. 
Total costs for 10, | 
miles £460 ' £498 £445 £4204 
11-04d. i 11-952d. 10-68d. 10-08d. 
per mile |! per mile | per mile per mile 
Runnine Costs : 
Depreciation 1-2 1-096 0-552 
Tyres 0-32 | 0-178 0-336 
Oil and Grease 0-10 » 0-048 0-53 
Petrol 1:04 | 0-889 1-50 
Repairs 0-80 j 0-917 1-30 
Tora Cost PER Mite 346d. 3-128d. 4-218d. 
Total costs for running 20,000! £594 || s619 | £597 £5524 
iles 7-128d. 7-428d. 7-164d. 6-624d. 
per mile per mile | per mile per mile 


1 Average. 


2 Interest on capital is charged at 4 


made for profit. 


% Also includes various Factory Overheads. 
* Tax and petrol on equal terms. 


‘ 


per cont., but no allowance has been 
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OrrictaAL Paprrs 
Industrial Prices and their Relative I nflewibility. By GARDINER 


C. MEANS. 


No. 13, Washington, 5c. 


In this brief pamphlet of 19 pages, supplemented by an equal 
length of explanatory appendices, Dr. Means, the economic 


74th Congress, 1st Session. 
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adviser on finance to the Secretary of Agriculture, presents a 
summary of an important and original statistical study of price 
changes (8 pages), a general analysis of the significance of the new 
data (4 pages), and a somewhat abstract and non-committal dis- 
cussion of the policies they indicate (7 pages). Rather than 
attempt to summarise summaries we may here concern ourselves 
chiefly with the first two parts. 

The statistical inquiry embodies an analysis of the data that 
went to the making of the Bureau of Labour Statistics’ monthly 


RIGID AND FLEXIBLE PRICES 
747 1TEMS FROM B.L.S. WHOLESALE PRICE INDEX DISTRIBUTED ACCORDING TO FREQUENCY OF PRICE CHANGE 
NUMBER 


OF 
ITEMS 


120 


100 — 


Yi 


O-% 110-14 115-19 120-24! 25-29! 30-34! 35-39! 40-44) 45-49 50-54! 55-59! 60-64; 65-69: 70-74! 75-79: 90-94 


1G ITEMS 192 ITEMS 
(2) (3) (4) 
NUMBER OF PRICE CHANGES,1926-1933 


(1) CHANGED AT THE RATE OF LESS THAN ONCE EVERY /O MONTHS. ‘ 
(2) CHANGED AT THE RATE OF LESS THAM ONCE EVEAY MONTHS BUT MORE THAN ONCE EVERY 10 MONTHS. 
(3) CHANGED AT THE RATE OF IAORE THAN ONCE EVERY MONTHS ANDLESS THAN 3 TIMES EVERY MONTHS 
(4) CHANGED AT THE RATE OF AT LEAST TIMES EVIAY MONTHS 


wholesale price index in the period 1926-33. 747 of the com- 
modities included in it were grouped according to the number of 
times (out of a possible 96) their prices had changed in that period. 
The resulting table is here reproduced. It reveals that no less 
than 191 commodities, just over a quarter of the total, changed 
price fewer than ten times in that period of rapid economic change ; 
and half the total, 374 items, changed fewer than twenty-five times, 
i.e. only once every four or more months. Rather less than a 
quarter of the total, viz. 181, changed more than ten times in the 
year on the average, and of these the majority changed almostevery 
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month. The remaining quarter is distributed fairly evenly over the 
remainder of the scale, changing from 25 to 80 times in the eight 
years. There is thus a marked division between the two classes 
of very flexible and somewhat rigid prices. The remarkable 
extent of rigid prices would have been even greater if Dr. Means 
had not excluded “ railroad and utility rates and a few composite 
items ”’ from the figures he took, for these are familiarly stable 
items. A further inquiry, not perhaps quite extensive enough for 
all the conclusions drawn from it, showed that extent of the falls 
in price from 1929 to 1932 was roughly correlated with the number 
of changes over that period. 

These figures indicate, the argument continues, that there are 
two essentially different types of market in operation: (1) the 
** traditional market ”’ in which buyers and sellers meet to equate 
demand and supply at a flexible price—the type of market ordin- 
arily thought of by economists; and (2) ‘‘ administered markets,”’ 
the significance of which is the burden of Dr. Means’ pamphlet 
and the foundation of his acceptance of N.R.A. and A.A.A., in 
which producers state a price, held constant for considerable 
periods, at which they are willing to produce and sell as much as 
is demanded.! 

Consequently, in the first type of market unfulfilled expecta- 
tions give rise to price changes, but tend to leave production and 
consumption stable; while in the second type price is stable, 
but production (and hence employment) fluctuates. The 
following figures for ten major industries from 1929 to the spring 
of 1933 are printed in support of this thesis, as well as several 
charts of the course of prices and production in different industries 
and groups of industries. 


% Drop in % Drop in 

Prices. Production. 
Agricultural Implements. : | 6 80 
Motor Vehicles . | 16 80 
Cement. 18 | 65 
Iron and Steel : a 20 | 83 
Auto Tires 33 | 70 
Textile Products 45 30 
Food Products . : 49 | 14 
Leather. F 50 | 20 
Petroleum . 56 | 20 
Agricultural Commodities. 63 6 


1 It is well to remember that we are dealing with wholesale prices. Retail 
prices, all the world knows, are almost all administered prices. But they are 
sufficiently frequently changed for them to approximate to ‘‘ market prices.” 

No. 180.—VOL, XLy. 3F 
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The industries at the top of this list are those with administered 
prices; those at the bottom have market prices. Thus the first 
class gives us the stable, and the second the flexible prices. 

In explanation of this dichotomy, it must be noticed that 
administered prices are not all or mainly monopoly prices. One 
can imagine, though there is no concrete example, monopolies 
controlling production and allowing price to fluctuate, or changing 
controlled prices. The true explanation lies in large-scale pro- 
duction, and the reduction in the number of firms serving the 
market to the point that individual firms by altering output can 
alter price, and in consequence behave as monopolists.1 

In these circumstances, according to Dr. Means, it is to the 
interest of the individual firms to hold price and reduce output, 
and employment, when demand falls. But this will not account 
for the extreme rigidity of prices (though it certainly suggests 
some rigidity), nor for the rigidity in the period before 1929, 
without additional conditions. Of these the simplest would seem 
to be (1) capacity continually expanding before 1929 ahead of 
production, (2) roughly horizontal prime cost schedules, (3) equal 
elasticities over the relevant ranges of the successive demand 
schedules—a condition that would be fulfilled if the principal 
variant were employment. Though this is a guess, an economy 
as vast as the American probably satisfies these conditions. 
However, an important additional or alternative explanation is 
to be found, I should imagine, in administrative and marketing 
convenience, and the tacit avoidance of the familiar possibility 
of price wars in conditions of imperfect competition. 

Whether or not these are their true causes, Dr. Means attaches 
the greatest importance to the presence of rigid prices. It is no 
less than “‘the basic cause of the failure of laissez-faire.’ The 
new policy their presence makes possible, when demand drops, 
‘‘ throws workers out of employment, reduces their money income, 
and further reduces the demand for goods.”’ And “ if all industry 
operated in this way, the result of an initial drop in demand 
would be an overpowering depression, unless some other factor, 
monetary or otherwise, intervenes to prevent the initial drop in 
demand from destroying demand entirely.” It would certainly 
demand, for the maintenance of a reasonable volume of employ- 

1 On the growth of large corporations in America, see Berle and Means (the 
present author), T'’he Modern Corporation and Private Property, and the review of 
it by Professor Florence in the last number of this JouRNAL. 

2 See Dr. Means’ paper entitled ‘‘ Price Inflexibility and the Requirements 


of a Stabilising Monetary Policy” in the Journal of the American Statistical 
Association, Vol. 30, 1935, where also he repeats his main statistical evidence. 
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ment, far greater flexibility in the monetary system than is easily 
imagined. And it is also easy to show that in practice—+.e. if 
we assume only a reasonable mobility of labour and flexibility 
of tastes—where rigid prices cover not the whole but only a 
substantial section of the economy, their presence will greatly 
aggravate the fluctuations in price of the flexible remainder. 
This will especially be the case where the volume of production 
in the remainder is hard to reduce, as e.g. in agriculture, and this 
would appear to offer a partial justification of marketing schemes 
for raw materials as a defence against the turbulence of industry. 

Dr. Means has revealed, therefore, an additional rigidity in 
contemporary capitalism of the greatest importance. Rigid 
wages and rigid interest payments are familiar, but rigid prices, or 
at least their astonishing extent, are new and somewhat startling. 
Further inquiries indeed may reveal that their consequences to the 
danger and depth of depressions are greater than those of the 
others. It is much to be hoped that both his theoretical and 
statistical researches will be continued in America and in this 
country. But, though Dr. Means’ remarks on the subject are 
interesting, the bearings of his work upon policy would seem to 
call for longer discussion, and, perhaps, a more open platform than 
can be found by a prominent official of a government already 
ahead of business opinion. 


King’s College, 
Cambridge. 


D. M. Bensusan-Butt 


OBITUARY 


HEINRICH DIETZEL (1857-1935) 
Pror. H. Dietze,, who died at Bonn on the 22nd of May, 


1935, was the most distinguished representative of the “ neo- 
classical ” school of German economists. When he entered upon 
his academic career, half a century ago, nearly all German chairs 
of economics were occupied by members of the “ historical ”’ 
school who denounced the teaching of the English classics as 
shallow dogmatism of antiquated rationalists, and the popular 
economics of that period were more and more influenced by Karl 
Marx and his disciples. Even the Austrian school of economic 
theory was more inclined to emphasise what separated it from the 
classical tradition than what it had in common with the method 


of Adam Smith. At this critical time Dietzel vigorously upheld 
3F2 
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the banner of the classical school and firmly defended the old 
“‘ abstract ’”? method and the policy of economic freedom against 
the united attacks of one-sided “ historians,’ Marxians and 
Austrians. He had been strongly influenced by Adolf Wagner, 
who called him his “only ” disciple. Wagner himself was the 
successor of K. H. Rau, who, in the ‘forties and ’fifties, had 
greatly contributed to popularising the doctrine of the English 
classics in Germany. But even Wagner turned, in his later life, 
towards state socialism and protectionism, while Dietzel remained 
faithful to the ideas of economic liberty. In numerous publica- 
tions Dietzel tried to show its advantages in stimulating national 
productivity, mitigating social conflicts and furthering economic 
progress. It was not his ambition to found a new school of eco- 
nomics in Germany; but his ideas had a wide influence. When 
he reached the age of 70, a good many of his former pupils held 
chairs in German Universities or were high government officials. 

Dietzel’s chief contribution to economic theory is_ his 
Theoretische Sozvalékonomik (1895), in which he dealt in a masterly 
way with the methods of economic research and the elementary 
phenomena of economic life, chiefly the question of value. The 
problems of distribution were treated by him in connection with 
controversies on actual questions of fiscal or social policy; he 
revived, for instance, the productivity theory of wages and analysed 
the causes of economic progress and economic crises. He was 
also greatly interested in the various aspects of socialism. His 
books and essays on the ideas of Rodbertus and the early socialists 
are most valuable. His later essays chiefly dealt with various 
economic questions that were eagerly debated in Germany: 
free trade, trade unions, public loans, taxation. 

He fought against protectionism and interventionism all his 
life. His publications, famous for their lucidity, were always 
read with great respect; but in most cases the majority did not 
follow his advice. Thus he was often disappointed; he very 
much regretted the course events took in Germany after the War. 

Dietzel was an excellent, inspiring teacher. It was a privilege 
to belong to his ‘‘ Seminar.” At the age of 28 he was appointed 
Professor at the Baltic University of Dorpat; five years later 
(1890) he was called to Bonn, where he spent the rest of his life 
although several other chairs of economics were offered to him. 

PavuL ARNDT 
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CuRRENT TOPICS 


At the Norwich meeting of the British Association (September 
4-11), Professor J. G. Smith, whose address on “ Economic 
Nationalism and International Trade” is printed above, pre- 
sided over the deliberations of Section F (Economic Science and 
Statistics). Among the contributions were papers by Mr. Colin 
Clark on ‘‘ The World’s Food Supply,” J. C. Gilbert on “‘ Some 
Monetary Problems of International Trade,” and R. A. Hodgson 
on ‘ Occupational Changes and Population Movement in S8.E. 
England.” Professor L. M. Fraser surveyed ‘“ Present-day 
Economic Problems in Germany” and Miss L. 8S. Sutherland 
pleaded for the preservation and classification of business records 
in a paper entitled ‘‘ The Use of Business Records in the Study 
of History.” Dr. A. Plummer examined the problems of British 
Air Transport, and a paper of considerable local interest was 
contributed by Mr. P. A. Forrester on ‘‘ The Economic Causes of 
the Localisation of Industry in Norwich.” Arising out of the 
presentation of the report! of the sectional research committee 
on the Chronology of the World Crisis, there was also a discussion 
on the depression, in which Professor J. H. Jones, Sir Josiah 
Stamp, the Bishop of Norwich, the Marquess of Lothian and 
others took part; but it was the joint discussion with Section I 
(Physiology) on ‘“‘ Economic Aspects of Diet” which provoked 
most interest during the meeting. This symposium was opened 
by Professor E. P. Cathcart, F.R.S., who was followed by Pro- 
fessor K. Neville Moss on the special case of the coal-miner and 
by Sir John Orr, F.R.S., who pleaded for government aid in 
distributing the glut of agricultural produce among the underfed 
population. Some of the more purely economic aspects were 
examined by Professor P. Sargant Florence, who urged a recon- 
sideration of the basis underlying the calculation of the Cost of 
Living Index-number of the Ministry of Labour. Other econo- 
mists who contributed to the discussion were critical of the 
statistical material submitted by some of the scientists and of 
the deductions they sought to draw from it. The continued 
popular interest, however, in the several questions raised will, no 
doubt, lead to the further examination of this very important 
point. 

In the afternoons there were three sessions (Section F) 
dealing with problems of business organisation and administra- 


1 This has been published under the title Britain in Depression (Pitmans, 
pp. 473, 10s. 6d.). 
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tion. One of these was devoted to a discussion on the probable 
future trends of scientific management in Great Britain, to which 
Mr. Hargreaves Parkinson contributed a paper on “‘ Industrial 
Management and the Investor.”” Dr. E. 8. Pearson examined 
the réle of probability theory in the control of quality in pro- 
duction and Mrs. Ethel M. Wood spoke on “‘ Domestic Manage- 
ment of To-morrow.” At the other sessions of this sub-section 
there were discourses by Dr. J. A. Bowie on “‘ The Universities 
and Business,” by Mr. L. Urwick, Mr. T. G. Rose and Dr. K. G. 
Fenelon on “ Problems of Amalgamation and Decentralisation,”’ 
and by Mr. A. P. Young and Mr. O. W. Roskill on “ The Place 
of the Individual Business in a Planned Economy.” 

In 1936 the Association will meet in Blackpool from September 
2 to 9, for the first time under the general presidency of an 
economist, Sir Josiah Stamp. Particulars of the arrangements 
for Section F can be obtained from the Recorder of the Section— 
Dr. K. G. Fenelon, College of Technology, Manchester, 1. 


The next Annual Conference of the Association of University 
Teachers of Economics will be held at Queen’s College, Oxford, 
during the week-end 3rd-6th January, 1936. The programme 
will include discussions on “ International Trade in the Absence 
of an International Standard” (to be opened by Mr. Barrett 
Whale) and “The Approach to Problems of Public Finance ”’ 
(to be opened by Dr. Benham). Arrangements are also being 
made for discussions on the Iron and Steel Industry and on 
Population Trends. 

Full particulars of the Conference programme should reach 
members of the Association early in December. Non-members 
who are engaged in University teaching of Economics or kindred 
subjects are invited to apply to the Hon. Secretary, Mr. Stanley 
Parris, University College, Cardiff. 


The Senate of the University of London invite applications 
for the University Chair of Statistics tenable at the London 
School of Economics, which will become vacant at the end of 
the present session owing to the retirement of Prof. A. L. Bowley. 
Salary £1,000 a year. Applications (12 copies) must be received 
not later than first post on 3lst January, 1936, by the Academic 
Registrar, University of London, 8.W.7, from whom further 
particulars should be obtained. 
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Two further volumes in the new Series of Reprints of Scarce 
Works in Political Economy, published by the London School of 
Economics, are now available, namely, Industrial Combination, 
by D. H. MacGregor, and Protective and Preferential Import 
Duties, by A. C. Pigou. The published price of each is 6s. But, 
as before, copies are available to members of the Royal Economic 
Society who order through the Assistant Secretary, Mr. S. J. 
Buttress, 6, Humberstone Road, Cambridge, at the reduced price 
of 5s, 


| 
| 
| 
| 
| 


RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Part III, 1935. Retail Trade Statistics in Different Countries. I. 
Dovetas. The Use and Misuse of Economic Statistics. A Dis- 
cussion. Opened by R. GLENDAY. 

Part IV, 1935. The Labour Bill and Output on Arable Farms. R. McG. 
Carstaw and P. E. Graves. The Course of Wage Rates in the 
United Kingdom, 1921-1934. E.C. Ramsspotrrom. Returns in a 
Growing Industrial Economy. K. GRUNWALD. 


Economica. 

Avaust, 1935. The Maintenance of Capital. F. A. Von Hayek. 
French Monetary Policy and its Critics. Puiippe Scuwos. The 
Nature of Aggressive Selling W. H. Hutt. The Extent of the 
London Discount Market in the Middle of the Nineteenth Century. 
W. T. C. Kine. Gold, Unemployment and Capitalism. CHARLES 
Rist. 

World Survey. 

Juty, 1935. Investigation of Industrial Development. Power’s Service 
to the World. F.zur NEepDEN. Consuming Power in the Machine 
Age. R.M. Finpuay. 


The Sociological Review. 
OctToBER, 1935. Democracy and Capitalism in Max Weber’s Sociology. 
W. Bias in Social Study. G. C. The Sex-Ratio 
among Negroes. W.M. Cousins. 


The Eugenics Review. 
Juty, 1935. Eugenics, Academic and Practical. Pror. R. A. FISHER. 
Prevention of Hereditary Blindness. J.M. Bickerton. Chemical 
Contraception. J. R. Baker. Voluntary Sterilisation Bill. 


International Labour Review. 


Juty, 1935. The Economic Implications of Material Progress. 
A. G. B. Fisner. Rural Hygiene and Health Co-operative Societies 
in Yugoslavia. M.Cotompatn. Workers’ Education in the United 
States. A. 8S. The Contract of Employment, II. E. 
HERz. 


The Canadian Journal of Economics and Political Science. 


Avaust, 1935. Papers presented at the Annual Meeting of the Canadian 
Political Science Association, May 1935 on: Inflation and In- 
flationism ; Various Aspects of Canadian Federalism ; The Employ- 
ment and Social Insurance Bill ; The Natural Products Marketing 
Act, 1934 ; Public Policy in Relation to the Wheat Market ; The 
Pulp and Paper Industry. 
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The South African Journal of Economics. 


JuneE, 1935. The Gold Mining Industry and the Gold Standard. A. J. 
LimeBEER. Some Doubts concerning early Land Tenure at the Cape. 
H. M. Rogsertson. Holding Companies and the Investor. HER- 
BERT GREENWOOD. Some Fundamental Questions on Economic 
Planning. Pror. E. WuirtaKker. The Dairy Industry in South 
Africa. J.G. KNEEN. 


The Quarterly Journal of Economics. 


Aveust, 1935. Dividends, Interest, Profits and Wages, 1923-35. T. J. 
Kreps. The Stabilisation Doctrines of Carl Snyder. H. lL. REED. 
The Term “Favorable Balance of Trade.’ F. W. 
Sociological Elements in Economic Thought. II. The Analytical 
Factor View. Tatcorr Parsons. 


The American Economic Review. 


SEPTEMBER, 1935. Reciprocal Trade Agreements Act of 1934. A. 
Breretunn. United States Foreign Trade in Copper, 1790-1932. 
R. B. Perrencity. Federal Reserve Policies, 1927-1929. A. C. 
Mitter. Interest as Cost and Capitalisation Factor. .F. MACHLUP. 
Just Price in a Functional Economy. B.W. Dempsey. Lxpendi- 
ture of Wisconsin Property Tax. C. F. WEHRWEIN. 


The Journal of Political Economy. 


Avuaust, 1935. Interrelations of Demand, Price and Income. H. 
Scuuttz. The Fluid-Milk Programme of the Agricultural Adjust- 
ment Administration. J.Cassrts. The Chilean Nitrate Industry. 
D. McConnett. The Trend of Savings, 1900-1929. C. Lewis. 
Berle and Means on the Modern Corporation. B. W. Lewis. 


The Annals of the American Academy of Political and Social Science. 


JULY, 1935. Socialism, Fascism and Democracy. 
SEPTEMBER, 1935. The State Constitution of the Future. 
PaMPHLET No. 2. Financing New York City. W. WHYTE. 


Wheat Studies (Stanford, California). 


JuNE, 1935. International Wheat Policy and Planning. This Study 
begins with a brief historical survey of the attempts at wheat 
control on an international scale from the beginning of the War 
up to the Conference of 1933-35, and goes on to consider the 
theoretical aspects of planning : the problem of the development 
of a surplus for which importing countries are largely responsible, 
the international movement of wheat, the standpoints of exporters 
and importers and their respective quotas and acreages, the 
control of price, and finally methods of reducing surpluses. In 
the conclusion are set forth the technical difficulties of organising 
and controlling wheat, which is not inherently adapted to a form 
of planned international control. 

SEPTEMBER, 1935. World Wheat Survey and Outlook, September, 1935. 
The prospects of a good world wheat crop for 1935 were ruined by 
rust in the North American spring-wheat belt and drought in 
Argentina, and it will probably be less than that of 1934. Stocks 
carried into 1935-36 were smaller than those of last year, and 
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world wheat supplies are likely to be the smallest since 1925, and 
the total world carry-over should regain normal proportions. 
World net exports may approximate to 560 million bushels, export 
surpluses exceeding import requirements by a narrow margin. 
Canada will probably export much of her accumulated surplus, 
and her newly-formed Grain Board will be in a position to influence 
world trade and prices. These factors, together with the apathy 
of the futures market, make it possible to forecast higher world 
prices between mid-September and the end of December. 


Econometrica. 


JuLy, 1935. Suggestions on Quantitative Business Cycle Theory. J. 
TINBERGEN. On the Independence of k Sets of Normally Distri 
Statistical Variables. S.S. Witxs. A Macrodynamic Theory of 
Business Cycles. M. Kateckt. 

OctoBER, 1935. The Mathematical Distributions Used in the Common 
Tests of Significance. R.A. FisHer. Annual Survey of Statistical 
Information : Capital Formation and the Flow of National Income 
in the United States. C.F. Roos. The Marginal Utility of Money 
in the United States from 1917 to 1921 and from 1922 to 1932. F. V. 
Waveu. La dynamique de la circulation. L. AMoRoso. 


Revue d’Economie Politique. 


Mai—Jutn, 1935. Le mouvement de la population. J. Bourpon. 
Le mouvement des prix. R. River. Les revenus privés et les con- 
sommations. L. D. DE BEeRNonvituE. La Balance des Comptes. 
L. Rist et P. Scuwos. 

Jumttet-Aott, 1935. L’Oewvre scientifique de quelques économistes 
étrangers: Werner Sombart. H. Hausrr. Essai sur la théra- 
peutique de crise. R.Courtin. Corporatisme, 1935. G. Prrov. 
Secteurs “abrité” et ‘non abrité” dans de déséquilibre actuel 
de l'économie francaise. J. DESSIRIER. 


Revue de L’Institut de Sociologie. 


JUILLET-SEPTEMBRE, 1935. Powrquoi commémorer le Centenaire de la 
“ Physique sociale”? E. Manuatm. Discours de M. Bovesse. 
Hommage a Adolphe Quetelet, Statisticien 1796-1874. A. JULIN. 
Quetelet et la Philosophie. E. Duprien. Quetelet’s “Average Man” 
in Modern Scientific Research. F.H. Hankins. Adolphe Quetelet 
et la Criminologie. 


Weltwirtschafiliches Archiv. 


SEPTEMBER, 1935. Die Bedeutung des Kapitalangebotes fiir den indus- 
trialisierungsprozess. CARL SNYDER. Statistical records of the 
industrial development of the United States reveal a constantly 
parallel increase in the amount of capital investment derived from 
the profits of industry and a rather slower increase in production 
per worker, due to increased mechanisation, and not to the 
increased efficiency of the workers. This has led to higher nominal 
and real wages. Any interference with profits must reduce the 
supply of capital, and the author argues from this that the greater 
the concentration of income in the hands of the few, the greater the 
capital supply, and therefore the greater the gain in national well- 
being. Zur Theorie des Geldmarkts. F. Lutz. A study of some 
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problems of the money market. The effect of a decrease of the 
government floating debt by funding or out of surplus revenue is 
to ease the money market and cause the banks to buy up securities. 
Depression has a similar effect. The influence of movements of 
foreign exchange varies under paper and gold standards. Finally 
a study is made of the power of the Central Bank over the money 
market, and statistical illustrations are given. Zum Gesetz vom 
abnehmenden Bodenertrag. Dr. P. Kuas. None of the three 
divergent theories on the relation of costs and returns in the yield 
of agricultural production (Liebig’s, Breuning’s and Mitschler- 
lich’s) is really satisfactory, for within the framework of the 
general theorems of increasing, constant or diminishing physical 
yields the law of diminishing returns on land represents a special 
case which cannot be generalised because of its specific derivation. 
Der Balkanpakt. V.Basxi¢. The Balkans have always been the 
storm centre of Europe. The pact of February, 1934, has brought 
political peace, and there is every prospect of economic and 
cultural co-operation between the states, including Bulgaria. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


Aveust, 1935. Vulgarékonomie und Nationalékonomie.~ Pror. R. 
Micuets (Rome). Since the War, Economics as a pure science has 
fallen into disrepute owing to the conflict between economists and 
politicians. The concept of Adam Smith’s ‘ economic man ”’ is 
outworn, and Child’s dictum that “the merchants are not always 
the best judges in Trade ” is nearer the truth. Economic Theory 
is too abstract, and should be applicable to concrete present-day 
problems. This is being achieved only in the Fascist Corporate 
State, where consumers are protected by the Government both 
against the abuses of monopolies and the chaos of unfettered com- 
petition. Die soziale Frage im Betriebe. Dr. R. SCHWENGER. 
Labour unrest is largely due to the problems of management in 
individual works. The author distinguishes three roots of the 
trouble, and proposes solutions foreach. The first, technical diffi- 
culties, arising from the speed and nature of mechanisation, could 
be diminished by adjusting the machinery to individual men; the 
second, economic difficulties, by the establishment of a universal 
norm for piece-work and a greater degree of self-government in 
individual shops, as in Bata factories in Czechoslovakia. The 
third, social causes, are the most fundamental, and call for a 
scientific and unified State policy. Neuordnung des Bankwesens. 
Dr. A. Sommer. The Bank Crisis in July 1931: the position 
before it, its nature, and measures taken to deal with it. The 
Bank Enquiry, 1933. Recommendations, Proceedings and Final 
Report of the Committee. State Decree concerning Credits. The 
establishment of a Board of Control and Reichskommissar and 
numerous regulations concerning Liquidity, Premises, etc. It 
is pointed out that whereas the measures taken in 1931 were 
purely for an emergency, those described above are part of a new 
and systematic reorganisation of economic life. Die Entwicklung 
des internationalen Geld- und Kapitalmarktes und der Mérkte 
einzelner Lander wihrend des Jahres 1934. 

SEPTEMBER, 1935. Produktivitdt und Rentabilitat in der Volkswirtschaft. 
H. von StacKELBERG. “Productivity” is an economic, and not 
a technical term. “ Rentability ” is the condition of obtaining a 
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yield sufficient to cover total costs, and is thus the driving force of 
production. Private enterprise acting on this principle seeks the 
best and most economical means of production, but under laissez- 
faire does not always achieve this. The State is justified in interfer- 
ing by means of price regulation, etc.,in order to influence the degree 
of rentability and to turn the individual advantage into that of the 
nation asa whole. Das Zeitmoment in der Theorie der Produktion. 
E. Scunerper. Insufficient attention has hitherto been paid by 
economic theory to the analysis of production in relation to the 
Time Factor. Bohm-Bawerk’s definition of an “ absolute period of 
production ”’ is useless, because it is impossible to measure this, 
and even if it were possible, the concept of such a period is of 
little or no value in the analysis of modern agricultural and 
industrial production. It would be better to present a simple 
and realistic analysis of actual processes in the industrial production. 
Die Ablésung der grundherrlichen Lasten in Mitteldeutschland. F. 
Liter. An historical account of the freeing of the peasants from 
manorial charges in Central Germany during the middle of the last 
century, with detailed descriptions of the different decrees and 
their effects in Prussia, Westphalia, Erfurt and Saxony. Die 
Neuordnung der Industrie innerhalb der Organisation der gewer- 
blichen Wirtschaft. E. Barpry. Before March, 1933, there was 
no systematic organisation of industrial association. Membership 
of Employers’ Federations was voluntary, and members could both 
»choose what particular organisation to belong to and withdraw at 
will. Other weaknesses were: no clear definition of the relations 
of individual firms to one another or of their sphere of activity, thus 
leading to duplication, heavy financial burdens unequally dis- 
tributed among members and democratic, parliamentary principles 
of government leading to inefficient operation. Reorganisation 
was brought about with the advent of the new régime, and the 
character of the organisations radically altered. 


OctToBER, 1935. Heinrich Dietzel. An Obituary Notice. A. WEBER. 


Die Ablésung der grundherrlichen Lasten in Mitteldeutschland. F. 
Liter. The conclusion of the article in the previous number, 
dealing with the decrees in various Dukedoms and Principalities 
in Saxony, and a final summary describing certain universal 
characteristics of the measures and the effect of the revolutionary 
movement of 1848. Die Neuordnung der Industrie innerhalb der 
Organisation der gewerblichen Wirtschaft. E. Barpry. The 
author, in the concluding article of this series, treats the relation- 
ship between the employers’ associations and the ‘‘ Deutsche 
Arbeitsfront ’’ set up in the Leipzig Decree of March, 1935. He 
then describes the character of the new organisations—the old ones 
having been finally liquidated in June, 1934 : six ‘‘ State ” groups, 
one of which, “‘ Industry,” is divided into seven main groups, each 
of which is divided into ‘‘ Economic” groups, which may be 
further divided and subdivided. He contrasts this organisation 
favourably with the old one, as eliminating redundance and exer- 
cising a stricter control over individual interests, but criticises the 
effects of the right to appeal, which may delay decisions and their 
execution. Die Frauenarbeit. O. MicuaLKre. A survey with 
statistical illustrations of the number and occupations of women 
working in Germany from 1925 to 1933, showing an increase from 
36 to 39 per cent., and from 1933 to 1935, showing a decrease from 
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over 40 per cent. to about 32 per cent. of men employed. The 
National Socialist policy may be justified oneither social or economic 
grounds; it should be their aim so to improve the conditions of 
agricultural and domestic labour that women will no longer wish 
to enter industry. It is advisable to have a reserve of female labour 
to call upon when economic conditions allow it. 


Schmoller’s Jahrbuch. 


Aveust, 1935. Natiirliche Selbstgeniigsamkeit und Geld in der alten 
Bauernwirtschaft. Max Rumer. This extract from a book on 
“* Deutsches Bauernleben ”’ deals with the development and réle of 
money economy in the life of the German peasant. Examples are 
first given of completely self-sufficing peasant communities the 
members of which produced enough food, clothing, etc., to satisfy 
their own needs, and where money had little importance, and also 
of estates where peasants were paid in money wages. A detailed 
analysis, with numerous quotations, is made of the peasant’s 
attitude tomoney—his avaricious tendencies, hisannual reckonings, 
the danger of his spending too much on building, and soon. The 
women are generally in control of the purse, which sometimes 
consists of a single fund and sometimes of several stocks of money 
earmarked for different expenditures. Der Universalismus in 
Sozialreform und Genossenschaftswesen bei V. A. Huber. G. 
HvuBERNAGEL. An economic and social system may be ordered 
either from the point of view of the individual or of the community. 
Huber wrote in favour of the second or “ universal ’’ standpoint, 
not of the subjection of the individual to Society, but of the 
promotion of the welfare of the individual as a means to promoting 
the welfare of the community. This could be attained, he said, 
along the path of Evolution, not of Revolution, as in contem- 
porary England, by the State granting freedom of association to 
groups organised on economic (i.e. for consumption purposes) as 
opposed to industrial (i.e. for production purposes) lines. Huber 
was half a century in advance of his time, and his contribution to 
social reform was recognised neither by his Liberal nor his 
Conservative contemporaries. Das Reutlinger List-Archiv. Dr. 
A. Sommer. Ragnar Frischs, ‘‘ Neue Verfahren zur Messung 
des Grenzniitzens.”” H. von Die pddagogische 
Aufgabe der ‘‘ Allgemeinen Steuerlehre.”” G. SCHMOLDERS. Since 
the War the “Science of Finance”’ has changed its character, 
and economic theoreticians have been looking for a satisfactory 
basis. Kerschlag in his Introductory Study criticises previous 
theories of taxation as being merely feeble Theories of the 
State and its relation to the individual. But his own book 
lacks system. The author of the article then outlines what, in 
his opinion, are the essentials of a Theory of Taxation. 


Zeitschrift fiir Nationalékonomie. 


JuNE, 1935. Die Bedeutung der Produktionsperiode fiir die Krisen- 
theorie. H.S. Exuis. Eight different theories of the ‘“ period of 
production” are examined. Boéhm-Bawerk’s measures capital 
intensity, but provides no indication of the length of the process ; 
the same applies to the definition which measures the time required 
to transform capital instruments to suit the new relation of wages 
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and interest. The only satisfactory concept is that it is the 
length of time between the investment of new capital and the 
appearance of the finished consumable goods. This analysis is 
used in order to reconcile the apparently contradictory theses of 
Schumpeter and Hayek. Bemerkungen zur Kapital- und Zinstheorie. 
P. JoserH und K. Bopr. The authors criticise Bohm-Bawerk’s 
theory of Capital as misrepresenting and exaggerating the import- 
ate of the Time element in production. After tracing the historical 
origin of this misconception, they give a simpler and more realistic 
account of the nature of Capital and Interest. Zur Theorie der 
Produktionsperiode. O. MorcENSTERN. The scientific theory of 
the period of production cannot be used to measure the length of 
the roundabout means of production which provides no indication 
of where production begins and where it ends. The so-called Law 
of “ Greater Productivity by more roundabout means of produc- 
tion ”’ is caused by a mathematical chance, and must be replaced 
by the Theory of Costs, which can more easily be reconciled with 
the time element. It is also impossible to calculate the average 
length of the whole or of particular processes of production. 
Zeit und Produktion. R. von Strict. The question of the 
importance of the Time element in the process of production is 
discussed and elaborated further. Wesen und Wege des Finanzaus- 
gleiches. PFAUNDLER. 

Avaust, 1935. Professor Pigou’s Theory of Unemployment. REDVERS 
Oriz. Bemerkungen iiber Nutzen und Kosten. F. H. Knicur. 
This is a continuation of an essay in the March issue of the Zeit- 
schrift, giving a new statement of the theory of costs. Starting 
from certain preliminary and methodical questions concerning the 
relation between costs and prices, both static and dynamic, the 
author treats the factors of production and elaborates the ideas of 
“ productive capacity ’ and “ economic conduct ” in accordance 
with his own theory. He then discusses certain questions in connec- 
tion with the factor Labour, and concludes with a comparison of 
his own theory with those of Jevons, Marshall and others. Voll- 
kommene Voraussicht und wirtschaftliches Gleichgewicht. O. Mor- 
GENSTERN. The author explodes the idea that in order to establish 
the theory of perfect equilibrium it is necessary first to assume 
perfect foresight. The distinction between a general equilibrium 
characterised by perfect foresight and a monetary equilibrium 
characterised by imperfect foresight is equally untenable. The 
elements of expectation and anticipation introduce greater 
difficulties than has previously been supposed. A distinction is 
made between technical “‘ foreseeability ’’ and effective ‘ foresee- 
ability ’”’ which allows for the notion of risk, and the absurdities of 
perfect foresight are illustrated in the cases of duopoly and perfect 
competition. Finally possible lines for further research are 
indicated. Die Krise und die deutsche Handelspolitik. A. CABIATI. 
Formen der Angebotsanpassung und wirtschaftliches Gleichgewicht. 
O. LANGE. 


Archiv fiir mathematische Wirtschafts- und Sozialforschung. 
No. 2, 1935. Statistische und mathematische Betrachtungen iiber einige 
geldliche Ausgleichsprobleme der Verwaltung. F. 
A discussion of the principles upon which the proceeds of national 
taxation should be distributed among local and provincial authori- 
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No. 


ties. The author maintains that partially conflicting tests 
(e.g. tax {contributions and population) can be reconciled by 
the method of least squares. Uber den Reziprozitdtssatz der 
Gewinntheorie. A. BERGER. An investigation in the mathematics 
of insurance. Die grundliegenden Hypothesen der neueren Preis- 
analyse. H. v. STacKELBERG. A comparison between the 
formule used for fitting demand functions by Moore, Schultz, 
Staehle, and Leontieff. .Hlastizitdét von Angebot und Nachfrage. 
A. TimpE. Some new suggestions for fitting demand and supply 
functions; for example, a method of allowing for changes in 
elasticity over time. 

3, 1935. Arbeitszeit und Produktion (II). E. Scunerper. Dr. 
Schneider continues his formal analysis of the effects of changes 
in the working day. The effects of induced changes in capital 
equipment are now allowed for. Der Geltungsbereich einiger 
neuerer Schutzzollargumente. O. Vv. Mrerinc. A criticism of some 
points in Haberler’s International Trade, with special reference to 
the consequences of imperfect competition. Kosten und Wir- 
kungen der Reklame in theoretischer Beleuchtung. F. ZEUTHEN. 
An elaborate diagrammatic analysis of the effects of advertisement 
on the equilibrium of the firm. Dr. Zeuthen is unequalled for 
the amount he can get into two dimensions. Reserve, Sicher- 
heitszuschlag und Selbstbehalt. W. Konavu. Die Aufnahme von 
Fremdgeld bei Bausparkassen und dessen Einfluss auf die mittlere 
Wartezeit. C. LANGE. 


De Economist. 


May, 1935. Lenige theoretische beschouwingen over de kapitalisatie van 


ondernemingen. J.C. M. van Ruee. In an undertaking, capital 
and initiative are taken as the two productive factors. A dis- 
cussion of the theoretical principles determining the division of the 
product between these. De Nederlandsche bevolking, I. C. A. 
VeERRIJN Stuart. The first part of a discussion of the census 
return of 3lst December, 1930. The birth-rate and the death-rate 
are both slowing down, and so likewise is the rate of increase of 
the population. The writer contemplates a stabilisation of the 
population at about 10 or 11 millions. A detailed analysis of 
population statistics, especially of the birth-rate, from various 
angles is given. 


JuNE, 1935. Het conjunctuurverloop in Engeland sedert begin, 1919. 


A. J. W. Renaup. A detailed statement of the course of wages, 
unemployment, prices, etc., in Great Britain and Ireland since 
1919. De Nederlandsche bevolking, II. C. A. VERRIJN STUART. 
A continuation of the discussion dealing with other aspects of 
population (marriage; age distribution; religion; housing, etc.). 


Giornale degli Economisti. 


JULY, 1935. Sul moviminio dei capitali fra gli Stati Uniti e Vestero nel 


dopoguerra. V.DominEDO. A study of American foreign invest- 
ment since the War. La ripartizione dell’imposta e la legge di 
distribuzzione dei redditi. 1. Rosst. A brief note on the influence 
of the distribution of incomes on the burden of taxation on 
different sections of the community. J] significato di alcune 
moderne teorie matematiche della dinamica economica. A. BORDIN. 
The last of a series of three articles dealing with the application of 
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mathematical methods to dynamic problems of economics. The 
views in particular of Amoroso, Kaleki, Frisch and Fanno are 
discussed. Osservazioni sul controllo dei prezzi in Germania. 
F. Dr Fenizio. The recent measures adopted by the State in 
Germany for restraining price rises in the face of increasing cost 
burdens, largely imposed by the State itself, have only been 
successful hitherto because of the cushion of monopoly profits 
prevailing in the past in so many branches of industry under 
cartel management. The rapid exhaustion of these excess profits 
is likely to cause such measures soon to impinge on normal profits 
and thus to present both industry and the State with increasingly 
difficult problems in future. 


Aveust, 1935. La creazione dei crediti bancari. A. GamBiIno. A 


discussion of the verbal and other ambiguities latent in the con- 
troversy over the power of the banking system to “create” 
credit. The writer argues that the view, that every credit opened 
by the banks necessarily leads to the creation of a corresponding 
deposit in the sense that it ‘‘forces”’ the public under all cir- 
cumstances to grant an equivalent credit to the banks, is erroneous. 
But he agrees with the view that the banks have the power to 
create credit in so far as they can induce the public to redeposit 
additional funds lent by the banks. Quantita economiche e teoria 
corporativa. Professor B. Foa holds that the main objectives of 
the Corporative State in Italy in its economic aspect should be : 
““(a) to maximise the value (expressed in terms of economic 
welfare and hence only indirectly, and with numerous qualifications, 
in terms of money) of the normal flow of the national dividend ; 
(6) to minimise the value of that fraction of the national income 
which may be held to consist of ‘ privileged’ incomes; (c) to 
increase (in comparison with the type of market which is pre- 
dominantly liberalistic) that fraction of the national income 
which is normally destined for relatively distant ends as against 
that part which is normally destined for relatively near ends; 
(d) to maximise the stability of employment, understood in a 
wide sense as an index of stability of economic relations, once 
these are in conformity with the requirements of (a), (b) and (c) ; 
(e) to increase (if and in so far as this is not inconsistent with a 
growth in the long run of the national dividend) that fraction of 
the national dividend which is appropriated by the working 
classes.” ettifica. A. BREGLIA. 


Index (Stockholm). 


JuLy, 1935. International Trade and Monetary Policy. B. OHLIN. 
Auaust, 1935. The Approach to Bilateralism. F. 
SEPTEMBER, 1935. Japan and the World Economic Depression. I. 


E. F. PENROSE. 
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NEW BOOKS 


British. 


ALLEN (R. G. D.) and Bowtey (A. L.). Family Expenditure; a 
Study of its Variations. London: P. 8. King & Son, 1935. 84”. 
Pp. viii + 145. 9s. 

Baaae (G.), LuNDBERG (E.) and SVENNILSON (I.). Wages, Cost of 
Living and National Income in Sweden, 1860-1930. Vol. II. Wages 
in Sweden. Part II. London: P. 8. King & Son, 1935. 84”. Pp. 
xix + 393. 

Bracnw (W. Epwarps). British International Gold Movements 
and Banking Policy, 1881-1913. Cambridge, Massachusetts : Harvard 
University Press, 1935. 9”. Pp. xiv + 218. 10s. 6d. 

Buaraava (B.). Indigenous Banking in Ancient and Medieval 
India. Bombay: D. B. Taraporevala Sons & Co., 1935. 9”. Pp. 
vii + 313. Rs. 10. 

Birnie (ArtHUR). An Economic History of the British Isles. 
London : Methuen & Co., 1935. 82”. Pp. ix + 391. 10s. 6d. 

BriFFAvutt (R.). Breakdown: the Collapse of_ Traditional 
Civilisation. London: Gollancz, 1935. 7”. Pp. 288. 7s. 6d. 

Bricut (JOANNA). Housewives and Downing Street. London : 
Ivor Nicholson & Watson, 1935. 82”. Pp. 92. 2s. 

Britain in Depression—A Record of the Trade Depression since 
1929. London: Pitman, 1935. 83’. Pp. viii + 473. 10s. 6d. 

Burr (M. C.). Economics for Beginners. London: Routledge, 
1935. 7”. Pp. xi + 267. 4s. 6d. 

Burton (J. H.). Rates and Taxes. Why Pay too Much? Lon- 
don: P. 8. King & Son, 1935. 83”. Pp. viii + 140. 3s. 6d. 

CassEL (G.). On Quantitative Thinking in Economics. Oxford : 
Clarendon Press, 1935. 73”. Pp. vii+ 181. 6s. 

City oF CuEesteR. Abstract of Accounts Year ended 31st March, 
1935. Chester: Taplin & Paddock, 1935. 10’. Pp. 238. 

Cote (G. D. H.). The Simple Case for Socialism. London: 
Gollancz, 1935. 74”. Pp. 288. 5s. 

Cono.tty (VioLET). Soviet Trade from the Pacific to the Levant. 
Oxford University Press, 1935. 9”. Pp. x + 238. 10s. 6d. 

Dantets (G. W.) and Campion (H.). The Relative Importance of 
British Export Trade. Special Memorandum no. 41. August, 1935. 
London & Cambridge Economic Service, c/o The London School of 
Houghton Street, London, W.C.2. 102”. Pp. 18. 
2s. 6d. 

Documents in International Affairs, 1934. Edited by J. W. 
Wheeler-Bennett and 8. Heald. Oxford University Press, 1935. 93”. 
Pp. xvi + 546. 25s. 

Dutt (S.C.). Conflicting Tendencies in Indian Economic Thought. 
Calcutta : Ray-Chowdhury & Co., 1934. 92”. Rs.5. Pp. vii + 225. 

Eperwortu (Lt.-Col. K. E.). The Price Level. London: Allen & 
Unwin, 1935. 73”. Pp. 165. 4s. 6d. 

Fisuer (A. G. B.). The Clash of Progress and Security. London : 
Macmillan, 1935. 82”. Pp. xiii + 234. 8s. 6d. 
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Harris (C. R. S.). Germany’s Foreign Indebtedness. Oxford 
University Press, 1935. 92”. Pp. 124. 5s. 


Haze tt (S.). A Record of the First Hundred Years of the National 
Provident Institution, 1835-1935. Cambridge University Press, 1935. 
74”. Pp. 98. 

Hoskins (W. G.). Industry, Trade and People in Exeter, 1688- 
1800. Manchester University Press, 1935. 93”. Pp. 189. 9s. 


JackMAaN (W. T.). Economic Principles of Transportation. 
Toronto: University of Toronto Press, 1935. 9}”. Pp. 891. $5.00. 


JEWKES (J.) and Gray (E. M.). Wages and Labour in the Lanca- 
shire Cotton Spinning Industry. Manchester University Press, 1935. 
9”. Pp. xiv + 222. 8s. 6d. 

KLINGENDER (F. D.). Clerical Labour in Britain. London: Martin 
Lawrence, 1935. 8}”. Pp. xxii+ 117. 3s. 6d. 


Knicut (F. H.). The Ethics of Competition and other Essays. 
London: Allen & Unwin, 1935. 82’. Pp. 363. 12s. 6d. 

Krutcn (J. W.). Was Europe a Success? London: Methuen, 
1935. 73”. Pp. xvii+ 116. 3s. 6d. 

Lasx1 (H. J.), (Ivor) and Rogson (W. A.) (Ed.). A 
Century of Municipal Progress, 1835-1935. London: Allen & Unwin, 
1935. 93”. Pp. 511. 2ls. 

Léwe (Dr. A.). Economics and Sociology. London: Allen & 
Unwin, 1935. 74”. Pp. 156. 5s. 

Mappen (J. T.) and Napier (M.). The International Money 
Markets. London: Pitman, 1935. 93”. Pp. xiii + 548. 

Mark (J.). Analysis of Usury. London: J. M. Dent, 1935. 
8”. Pp. 128. 6s. 

Marsu (L. C.). Employment Research. Toronto: Oxford Uni- 
versity Press, 1935. 9”. Pp. viii + 344. 10s. 6d. 

Mototov(V.M.). Soviet Prosperity. London: Martin Lawrence, 
1935. 7}”. Pp. 95. (Paper.) 

Narain (Brig). Tendencies in Recent Economic Thought. Uni- 
versity of Delhi, 1935. 94’. Pp. 213. 

Orwin (C.8.) and Darke (W.F.). Back to the Land. London : 
P. 8S. King & Son, 1935. 83”. Pp. viii + 93. 3s. 6d. 

Paranacua (0.). Tariff Policy. Oxford University Press, 1935. 
7h". Pp. 223. 6s. 

Peck (H. W.). Economic Thought and its Institutional Back- 
ground. London: Allen & Unwin, 1935. 832”. Pp. 379. 12s. 6d. 

RAMACHANDRA Rao (P. R.). Decay of Indian Industries. Bom- 
bay: D. B. Taraporevala Sons & Co., 1935. 7}”. Pp. xi + 150. 
Rs, 2. 

Ramartya (A.). The Reserve Bank of India Act, 1934, with Notes 
and Comments. Madras: The Law Printing House, 1934. 10’. 
Pp. iv + 231. Rs. 5. 

Reppaway (W. B.). The Russian Financial System. London : 
Macmillan, 1935. 73”. Pp. ix +105. 5s. 

Royal Institute of International Affairs. Information Department. 
The Economic and Financial Position of Italy. Oxford University 
Press, 1935. 84”. Pp. vi + 64. 2s. (Paper.) 
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Sarkar (B. K.) Imperial Preference vis-a-vis World Economy. 
Calcutta : Ray-Chowdhury & Co., 1934. 92”. Pp. iii + 164. Rs. 5. 

Suan (K. T.). Lectures on the Consequences of Post-War Price 
Changes. University of Delhi, 1935. 92”. Pp. 251. 

SHaw (W. A.). Select Tracts and Documents Illustrative of 
English Monetary History, 1626-1730. (Reprint.) London: George 
Harding, 1935. 9”. Pp. x +214. 2ls. 

StrverMan (H. A.). The Substance of Economics. (9th edn.). 
London: Pitman, 1935. 83”. Pp. xvii + 335. 6s. 

StRacHEY (JoHN). The Nature of Capitalist Crisis. London : 
Gollancz, 1935. 832”. Pp. 384. 10s. 6d. 

The Agricultural Dilemma. Report of an Inquiry organised by 
Viscount Astor and B. Seebohm Rowntree. London: P. 8. King & 
Son, 1935. 82”. Pp. xii+ 101. 2s. 6d. 

The Institute of Agriculture Year-Book, 1935-1936. Cambridge 
University Press, 1935. 82”. Pp. 208. 2s. 6d. 

Topp (J. A.). The Science of Prices. Oxford University Press, 
1935. 72”. Pp. xii + 264. 6s. 

TriacE (A. St. L.). The History of the Canadian Bapk of Com- 
merce. Vol. III, 1919-30. Toronto: The Canadian Bank of Com- 
merce, 1934. 10”. Pp. ix + 576. 

VERINDER (F.). Land and Freedom. London: The Hogarth 
Press, 1935. 74”. Pp. 199. 2s. 6d. 

WICKSELL (Knut). Lectures on Political Economy. Vol. II. 
Money. London: Routledge, 1935. 83”. Pp. vi-+ 238. 8s. 6d. 


American. 


BERNSTEIN (E. M.). Money and the Economic System. Chapel 
Hill: University of North Carolina Press, 1935. 83”. Pp. xi + 516. 
$3.00. 

CuasE (Stuart). Government in Business. New York : The Mac- 
millan Co., 1935. 8”. Pp. 297. 8s. 6d. 

Davis (H. T.) and Netson (W. F. C.). Elements of Statistics. 
Principia Press. 10”. Pp. xi + 424. 17s. 6d. 

Emeny (Brooks). The Strategy of Raw Materials. New York : 
The Macmillan Company, 1935. 9}”. xiv + 202. 12s. 6d. 

Essays in Social Economics in Honor of Jessica Blanche Peixotto. 
University of California Press, 1935. 82”. Pp. 363. 9s. 

Fruiretti (G.) and Varz (R. S.). The Economic Effects of the 
N.R.A. Minneapolis: The University of Minnesota Press, 1935. 
9}”. Pp. 108. $1.50. (Paper.) 

Firzauraup (D. A.). Livestock under the A.A.A. Washington : 
The Brookings Institution, 1935. 83”. Pp. xiii + 384. $2.50. 

Government Control of the Economic Order. A Round-table 
Discussion. Minneapolis: The University of Minnesota Press. 
Pp. viii + 119. 8s. $1.75. 

Hotrzctaw (H. F.). The Principles of Marketing. New York: 
Crowell Company. 1935. 82”. Pp. viii + 694. $3.75. 

Movutrton (H.G.). Income and Economic Progress. Washington 
D.C. The Brookings Institution, 1935. 83”. Pp. 191. $2.00. 
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PREINREICH (G. A. D.). The Nature of Dividends. New York : 
Preinreich, 1935. 9”. Pp. xii + 226. 

Rowe (H. B.). Tobacco under the A.A.A. Washington: The 
Brookings Institution, 1935. 8}. Pp. xiii-+ 317. $2.50. 

Taytor (A. E.). The New Deal and Foreign Trade. New York : 
The Macmillan Co., 1935. 82”. Pp. xii+ 301. 12s. 6d. 

THompson (S. B.). Confederate Purchasing Operations Abroad. 
Chapel Hill: University of North Carolina Press, 1935. 94”. Pp. 
ix +116. 11s. 6d. 

French. 


Oues (F.). Le Probleme du commerce international. Paris : 
Librairie du Recueil Sirey, 1934. Pp. xxiii + 483. 

Panaitesco (P. N.). Les Contingentements dans les relations 
commerciales avec les pays agricoles. Paris: Sirey, 1935. 10’. 
Pp. 37. (Paper.) 

German. 


ANDRESEN (Dr. K.). Die Deutsch-Ungarischen Wirtschafts- 
beziehungen und das Problem ihrer engeren Ausgestaltung. Ham- 
burger wirtschafts- und sozialwissenschaftliche Schriften. Rostock, 
1935. 9”. Pp. vi+ 136. (Paper.) 

Braver (Dr. W.). Kartell und Konjunktur der Meinungsstreit 
in fiinf Jahrzehnten. Berlin: Carl Heymanns, 1934. 84”. Pp. 
vii + 76. Rm. 3. (Paper.) 

Lirrens (W.). Das Problem der Wahrungsstabilisierung. Ros- 
tock: Hinstorffs, 1935. 9”. Pp. vii+ 199. (Paper.) 

MertscH (A. H.). Entwicklungsepochen und Entwicklungs- 
tendenzen der MHandelsbeziehungen zwischen Deutschland und 
Sudafrika. Hamburg, 1935. 83”. Pp. 71. (Paper.) 

THURNWALD (R.). Die menschliche Gesellschaft IV: Werden, 
Wandel und Gestaltung von Staat und Kultur. Berlin & Leipzig : 
W. de Gruyter & Co., 1935. 10”. Pp. xix + 377. Rm. 22. Vol. 
III: Werden, Wandel und Gestaltung der Wirtschaft. 1932. Pp. 
vii + 248. Rm. 15.30. 


Austrian. 


AnpERson (Prof. O. N.). Einfuhrung in die mathematische 
Statistik. Vienna: Verlag Julius Springer, 1935. 93”. Pp. 314. 


TrntNER (G.). Prices in the Trade Cycle. Vienna: Julius 
Springer, 1935. 114”. Pp. xii + 202. Rm. 23.80. 


Italian. 


De Sreranr (A.). L’ordine economico nazionale. Bologna : 
Zanichelli. Pp. 315. 151. 

Fanno (M.). Introduzione allo studio della teoria economica del 
corporativismo. Padua: Cedam. Pp. 186. 20 1. 

(M.). Elementi di economia corporativa. (3rd edn.) 
Milan: Hoepli. Pp. x-+ 202. 101. 

Mortara (G.). La realt& economica. Padua: Cedam. Pp. 
vi-+ 394. 407. 
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PatomBa (G.). Equilibrio economico e movimenti ciclici secondo 
i dati della sociologia sperimentale. Naples: Tovene. Pp. viii + 215. 
18 1. 

Problemi corporativi del lavoro agricolo nel campo internazionale. 
Rome: Arte della Stampa. Pp. 228. 201. 

TrvaRoni (J.). Compendio di scienza delle finanze. (8th edn.) 
Bari: Laterza. Pp. xxiv + 370. 181. 

Universita Cattolica del Sacro Cuore. Economia corporativa. 
Milan: Vitae Pensiero. Pp. 234. 151. 


Scandinavian. 


HecxkscuHer (E. F.). Sveriges Ekonomiska Historia fran Gustav 
Vasa. Stockholm: Albert Bonniers, 1935. 10}”. Pp. 265. 15 kr. 


Official Publications. 


BRITISH. 


Customs Tariffs of the Colonial Empire. Part II. Eastern, 
Mediterranean and Pacific Amending Leaflet No. 2. Pp. 14. 
Part III. West Indies. Amending Leaflet No. 2. Pp. 11. 
H.M. Stationery Office, 1935. 93”. 3d. 

Guide to Current Official Statistics of the United Kingdom, 
Vol. 13. 1934. London: H.M. Stationery Office, 1935. 94’. 
Pp. 350. Is. 


LEAGUE OF NATIONS. 


Economic Committee: Remarks on the Present Phase of 
spomenee Economic Relations. Geneva, 1935. 104”. Pp. 
52. 1s. 6d. 

World Economic Survey, 1934-35. London: Allen & Unwin. 
Geneva: League of Nations, 1935. 94”. Pp. 310. 6s. 

World Production and Prices, 1925-34. Geneva: League of 
Nations, 1935. 104”. Pp. 146. 5s. 


